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A Banker’s Diary 


THIs month has seen the completion in excellent style of 
the first year of the savings campaign launched twelve 
months ago with the issue of the new 

A Year 


he Savings Certificates and Defence Bonds. 
Savings Including subscriptions to the Post Office 


issues of the new War Loan and National 

War Bonds, and to the special Ulster Savings Certifi- 
cates, the total of small savings for the year was no less 
than £482,043,375, though on the other hand some £25 
million should be deducted to allow for Savings Certifi- 
cates redeemed during the period. Even after. this 
odinebeaniat such a figure is at least 50 per cent. above the 
best expectations formed of the attainable results at the 
time the campaign was launched. It reflects the greatest 
possible credit upon Sir Robert Kindersley himself and 
the army of voluntary helpers responsible for the forma- 
tion of some 170,000 savings groups, which prov ide so 
valuable a medium for the flow of subscriptions into the 
Exchequer. In addition to the £482 million of small 
savings, public subscriptions to Government loans 
during these twelve months have included also some 
£345 million of subscriptions to the National War Bond 
issue, £300 million of subscriptions to the new 3 per cent. 
War Loan launched last March, and some £25 million 
of interest-free loans—a grand total of some £1,145 
million from voluntary savings during a single year. 
Even this enormous figure, unfortunately, does not in 
itself prove that the voluntary system has successfully 
mastered the task of financing the war, still less that it 
will prove adequate to this task in future. The total of 
£1,145 million has not, of course, been sufficient to bridge 
the entire gap between expenditure and revenue, with 
the result that some £864 million of floating debt had 
been needed up to October 26 to provide the balance of 
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the Government’s requirements. Of the newly created 
additional floating debt, however, some £466 million 
took the form of an increase in the tap Treasury bill 
issue, while a further £16 million was represented by 
increased Ways and Means advances by public depart- 
ments, a combined expansion of £482 million in the 
floating assets of public departments, which provides 
some measure of the Government’s large extra-budgetary 
income. On the other hand, the increase from £665 
million to £840 million in the tender Treasury bill issue, 
as well as the issue of £200 million of the new Treasury 
deposit receipts, represents effective floating debt used to 
secure finance through the banking system, and on 
balance bank deposits have been expanded by some 
£300 million since the beginning of the war. Just asa 
huge total of voluntary subscriptions is no evidence that 
inflation has not occurred, since inflation generates its 
own savings, so the mere fact of credit expansion is no 
evidence of inflation since in the uncertain conditions of 
the past year the public has preferred to hold a larger 
than normal proportion of its savings in monetary form, 
while companies have in the aggregate been reserving 
their large sums as provision against future taxation. 

Indeed, it is thanks to this decline in the velocity of 
circulation of bank deposits, together with the existence 
of large unemployed resources at the beginning of the 
war, that Mr. Keynes was able to state at the end of Sep- 
tember that voluntary savings to date had been “ very 
nearly adequate” and that the savings movement has 
succeeded “ better than it is realized.” The only ultimate 
test of the success or failure of the savings campaign is, 
in fact, the course of commodity prices, and though these 
show a persistent rising trend, the rise has been a remark- 
ably slow one after the initial jump due to the deprecia- 
tion of sterling and the jump in all transport costs last 
September. During the second savings year, the task of 
the savings movement will undeniably be immeasurably 
more difficult than in the past twelve months. Our war 
expenditure is now running at levels which even a few 
months ago would have been considered scarcely attain- 
able, and any further increase must now be mainly at 

M 
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the expense of civil consumption. Whether voluntary 
savings can be expected to increase commensurately at 
a time when the standard of living is being depressed 
remains to be seen. The problem of avoiding inflation 
may, however, be made somewhat easier during the 
coming year if we should secure credits from the United 
States. Even if such credits were obtainable it would 
still be necessary to effect the same curtailment of civil 
consumption, but the Treasury would be relieved of the 
necessity of financing the requisitioning of exchange 
assets taken over from private holders. Since only a 
minor proportion of the capital sums received by the 
public in exchange for such assets would normally be 
spent on consumption, however, the relief which this 
represents can scarcely effect the magnitude of the 
problem. 


For the third month in succession, clearing bank deposits 
in October showed marked expansion with a further leap 
of £642 million to the new record level of 


Pas £2,660°8 million. This makes an expansion 
Going Up Of £415°7 million since the outbreak of war 


and of as much as £206'9 million since the 
end of July. Once again, the motive force behind the 
upward movement was, of course, the financial needs of 
the Government as manifested chiefly in borrowing 
against Treasury deposit receipts, of which clearing 
bank holdings were close on doubled during October at 
£170'5 million. Fresh advances in this form were, how- 
ever, partially offset by a decline of £34:4 million in 
money market assets, though the further increase in 
investments to a fresh peak of £7229 million must, as in 
previous months, reflect subscriptions to National War 
Bonds rather than purchases of gilt-edged in the open 
market. 

Advances are slightly lower on the month and would 
probably have shown a further appreciable decrease but 
for the increase in transit items due to clearing delays, 
which is reflected in a rise of £6°6 million in transit items 
proper. The temporary increase in cash in the previous 
month’s figures was more than reversed with a contrac- 
tion of £18-7 million, bringing the ratio to deposits down 
with a run to the low level of 10°13 per cent. 
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CLEARING BANK RETURNS 
Oct., Change on Change on 


1940 month year 
£m. £m. £m. 
Deposits ‘3 é v3 2,660-8 + 64:2 + 333-6 
Cash ba - ioe oa 269°5 — 18-7 + 14:0 
Call money -" sei “ia 137°2 — 65 — 21-9 
Bills a ies wi 373°4 —27°9 + 84-4 
Treasury deposits ae is 179'5 + 88-0 +179'5 
Investments a doa x 722:9 +25:8 +117-8 
Advances . 933°7 — 5 — 79:4 
Items in transit and in course of 
collection - “i ‘ie 117-0 + 66 + 39°9 
Acceptances... oe se 112°5 — 75 — 194 
% %o % 
Cash to deposits “a - 10-13 — 0-97 — 0-85 


THRouGHOUT November, total applications at the Friday 
Treasury tenders have been running at levels higher than 
q any seen in the past, reaching a peak of 
- a close on £150 million on one occasion, 
pplications ° $ 
for Bills @gainst bills on offer of the usual £65 
million. This expansion in the demand for 
bills is a clear reflection on the rapid increase in bank 
deposits and the consequent increase in the cash reserves 
of all financial institutions other than those of the 
Scottish banks and the clearing banks themselves, whose 
surplus balances are drawn off by the system of Treasury 
deposit borrowing. Though they damp down the rise in 
deposits, outside applications for bills are of no great 
value to the Exchequer, since if institutional funds of this 
kind were not invested in Treasury bills they would 
probably be left idle altogether. Thus the resulting con- 
traction in bank deposits when Treasury bills are taken 
up against such balances does not correspond to any 
noteworthy reduction in the effective circulation of 
money. If instead of being applied in subscriptions for 
Treasury bills such funds were applied in purchases of 
securities from the public, some portion of them might 
trickle through to the consumption goods market, but the 
maintenance of an active investment market implies that 
people who wish to draw on savings to maintain their 
consumption are to be allowed to do so. 
M2 
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Happivy, the continued strength of gilt-edged shows that 
any selling for this purpose must be slight, in relation at 
; least to the massive creation of credit. On 
—— the other hand, this very strength of gilt- 
md edged, being due basically to credit expan- 
Gilt-Edged Sion, may itself be regarded as a danger 
signal, on the principle that when people 
are sufficiently liquid to seek long-term investments they 
are likely soon to feel liquid enough to spend more and 
save less. Fortunately, by far the greater proportion of 
the additional deposits must represent accumulating 
company reserves and other institutional money which 
will not be paid out as income. 


For many months past the weekly offer of Treasury bills 
has been stabilized at £65 million, and the outstanding 
, issue, accordingly, at about its present level 

yo een of £845 million. The direct result of the 

F wie som increased outside competition for bills is 
Out therefore to reduce the quantity of bills 
available to the market. Indeed, from 42 

per cent. early in October the syndicate quota suffered 
four successive falls to the exceptionally low level of 
25 per cent, when a slight recovery was seen. The conse- 
quent reduction in the market’s ability and willingness 
to supply the banks with bills was undoubtedly one of 
the main reasons for the sharp decline in clearing 
bank money market assets, though this probably re- 
flected the cessation of sales of “tap” bills through the 
“back door,” whose place has been taken by issues of 
Treasury deposits. In some ways the relative shortage 
of Treasury bills is similar to the position in the years 
before the war, when the Exchange Account was in 
effect financing on long-term borrowing an influx of gold 
which represented the counterpart of incoming capital 
seeking investment in highly liquid form. This process 
culminated in the bill famine of early 1939 and a conse- 
quent decline in the liquid assets ratio of the banks far 
below 30 per cent., tending to cause a secondary con- 
traction in the main earning assets. The present resort 
to finance by Treasury deposits instead of Treasury bills 
does not in any way affect the liquid assets structure of 
the banks, but involves simply a curtailment in the 
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volume of paper handled by the discount market. It has 
been suggested that in view of the greatly increased level 
of total application the authorities might remedy this 
position by increasing the weekly offer, but of such a 
move there has been no sign. For the moment Treasury 
deposits, and no longer Treasury bills, are the chief 
instrument of deficit finance and the active portion of the 
effective floating debt. 


MovEMENTs in the Bank return have again been closely 
linked with the variations in the weekly call on the banks 
for Treasury deposits. Notwithstanding 

bar ag exceptionally heavy supply expenditure in 
Borrowing Some weeks, however, the authorities have 
from Bank been able, with the help of the increase in 
small savings, to limit the issue to £20 


million per week. 
ANALYSIS OF BANK RETURNS 


(£m.) | 

Notes in Reserve Govt. Public Bankers’ 

Circulation Securities Deposits Deposits 

Oct. 30 .. 591,571 39,152 130,038 18,250 108,004 
Nov. 6 .. 593,490 37,311 136,408 12,937 118,233 
13 .. 594,049 36,878 139,808 19,584 114,672 

20 2... ~=— 592,652 38,337 140,848 22,386 112,407 

27 593,346 37,849 137,348 27,111 110,829 


It will be seen that the returns for the earlier weeks 
suggest that Treasury deposit borrowing had to be 
supplemented by Ways and Means advances from the 
Bank to the extent of some £10 million, yet in the week 
to November 30 it was actually possible to limit the 
week’s call on the banks to £15 million. 


THE suggestion that the United States Administration 
favours a plan to freeze all foreign-owned assets in the 
PI United States, and grant licences for their 
Petes a utilization only to politically approved 
Dollars  COUntries such as Britain and China, has 
been put forward in recent reports from 
Washington. The object would, of course, be to correct 
the present anomalous position under which the assets 
of countries falling victims to aggression are automatic- 
ally blocked, whereas the aggressor powers themselves 
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remain free to dispose of their dollar assets. Unsatisfac- 
tory though this position is, it must be recognized that 
the suggested remedy would involve an important 
departure in principle, since the theoretical justification 
for blocking the assets of the conquered countries is to 
prevent their withdrawal under duress, a normal banking 
conception. Undisguised political discrimination would 
clearly place the matter on a very different footing. 
Nevertheless, the Administration has not shrunk from 
similar measures in the case, for example, of the embargo 
on exports of iron and steel and aviation spirit to Japan. 
It is to be hoped that similarly effective action will be 
taken in relation to the dollar balances of the Axis 
Powers, for although the British blockade can take care 
of any merchandise exports of which Germany might 
secure delivery it cannot prevent the use of these dollar 
balances in payment for imports from countries con- 
tiguous to Germany or for purposes such as Nazi 
propaganda abroad and the finance of fifth-column 
activities in neutral States. 


Dollar Difficulties 


ORD LOTHIAN’S statement that our gold and 
L foreign securities are already “ virtually used up” 
will come as an unpleasant shock to people in 

this country. If there was one obvious and overwhelm- 
ing advantage over the Nazis which the democratic 
countries possessed at the beginning of the war, it was 
the possession of vast foreign exchange reserves and the 
consequent power to draw supplies from the immense 
resources of the American continent. Though it had 
naturally been realized that these resources were being 
drawn upon fairly extensively and at an increasing rate, 
nothing had hitherto been published to suggest that the 
problem of payment for American supplies was already 
becoming a matter of urgency. The latest official figure 
of our monetary gold stock relates to March, 1939, when 


a 


eR ee oe 
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the combined holdings of the Bank of England and the 
Exchange Account amounted to close on 80,000,000 
ounces, equivalent, at the American parity of $35 an 
ounce, to some $2,800 million. American estimates 
placing our gold holdings at the outbreak of war at a 
round figure of $2,000 million (to which must be added 
$595 million of dollar balances) thus appear reasonable. 
Estimates of the extent of our foreign security reserves 
have varied rather considerably, chiefly no doubt as a 
result of fluctuations in Wall Street values. Thus the 
Federal Reserve Bulletin estimates our readily negoti- 
able securities at the end of August, 1939, at $735 million, 
and direct and other investments in the United States at 
$900 million, whereas a Finance Division publication 
places direct investments at the end of 1939 at $1,168 
million and total investments (including short-term) at 
$2,803 million. Excluding direct investments altogether, 
even the lower of these estimates give a combined gold 
and securities holding of $3,330 million, whereas the 
higher figure gives a total of $4,230 million. To this must 
in each case be added the Empire’s current production 
of gold, amounting to some $750 million annually. 

The scant indications to be gleaned from the 
American statistics suggest that comparatively little 
recourse to these reserves was needed to pay for current 
supplies from America during the first twelve months of 
the war. Though United States exports to Great Britain 
amounted in those twelve months to $787 million and 
exports to Canada to $661 million, America’s favourable 
balance on merchandise account of trade with the 
Empire is still carried only to $700 million, which was 
actually less than the Empire’s output of newly mined 
gold during the period. In recent months American 
deliveries have, of course, been speeded up very con- 
siderably and it is estimated that American exports to 
the Empire during the second year of the war should 
exceed $3,000 million (as compared with only $1,700 
million last year). If the figures of merchandise trade 
for the first year have been correctly interpreted, how- 
ever, it would seem that any serious draft upon our 
exchange reserves up to the present must have gone 
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largely towards advance payments against deliveries 
during the second year. When Lord Lothian’s statement 
is interpreted against that background, its alarmist 
implications become considerably modified. While it is 
no doubt correct, as Lord Lothian said, that the question 
of obtaining financial assistance from the United States 
will become a matter of urgency within the next six 
months, this certainly does not mean that our gold and 
foreign securities would only suffice to cover our require- 
ments for six months ahead. 

Even if the position can hardly be so serious as Lord 
Lothian’s statement at first seemed to suggest, the fact 
that at so comparatively early a stage we are forced to 
confess our ultimate dependence on American credits 
certainly reflects scant credit on the conduct of our 
finances since the outbreak of war. The errors born of 
complacency and wishful thinking, of /aisser faire pre- 
judice, of undue concern for the post-war position before 
ever the war is won, all of which were allowed to impede 
the construction of a real war economy, are coming home 
to roost with startling rapidity. In some ways, the 
exchange control has been among the more satisfactory 
features of our war planning. Yet in this sphere, as in so 
many others, the authorities have been continually on 
the defensive, undertaking the most obvious measures 
only in response to a steady fire of public criticism. The 
evolution of the present by no means perfect system has 
gone on haltingly, reluctantly and with a slowness 
painful in the extreme to those who realized the cost of 
the mistakes that were being committed. 

In the early months of the war, enormous quantities 
of exchange were deliberately thrown away through the 
free sterling market. Quite apart from the indirect losses 
due to the depreciation of the free sterling rate and the 
laxity which permitted excessive imports of goods 
nominally paid for in sterling, there was a direct loss 
of possibly £100 million of exchange due to withdrawals 
of foreign capital after war began—all this for the sake 
of the international status of sterling in some 
problematical post-war epoch. It was only after the 
wastage of exchange through the free sterling market 
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had been repeatedly stressed, in the teeth of official 
denials, by this and other publications that the authori- 
ties finally embarked on the policy of restricting the use 
of free sterling which led up to the institution of the 
registered and special accounts system in July last. Even 
under this system, foreigners still remain at liberty to 
withdraw their capital by sales of free sterling to their 
fellow nationals, who would otherwise have to obtain 
sterling through official channels. It was actually not 
until a week ago that the authorities finally summoned 
up the courage to take the dreaded step of blocking 
capital payments to foreigners. 

Of this belated triumph of commonsense over 
“orthodoxy ” all that can be said is that it comes just 
about fifteen months too late to do any real good. It was 
in the early months of the war that masses of foreign 
funds were being withdrawn. Since the harm has 
already been done, there may even be some force in the 
argument that it might now have been wiser not to resort 
to blocking at all, particularly as the order does not affect 
existing balances and as the chief potential source of 
further withdrawals had already been effectivelv stopped 
up by the ban on sales of securities by foreigners. As 
suggested in THE BANKER many months ago, however, 
interest (freely convertible into foreign exchange) is being 
allowed on the blocked balances by the permission given 
for their investment in British Government stocks, so that 
the move can hardly give rise to serious grievances. 

But it is not only through mistakes in the purely 
technical sphere of foreign exchange control that our 
exchange reserves have been brought so near to 
exhaustion. In large part, the premature depletion of 
these assets is due to the failure to restrict civil con- 
sumption. For many months, rationing was conceived 
merely as a means of coping with specific shortages. The 
idea that it might be worth while to ration in order to 
conserve stocks and, above all, to release dollars for the 
purchase of war essentials was apparently too difficult 
to be grasped by the responsible authorities. This failure 
sufficiently to restrict the consumption of imported 
luxuries was even more culpable than the failure to 
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restrict home production of inessentials, since in this case 
it could not be pleaded that the absence of a comple- 
mentary expansion in the war effort might lead to 
wasteful unemployment if too drastic a curtailment were 
effected. This misplaced tenderness towards the home 
consumer also made itself felt on the side of exports. It 
is only in quite recent months that home supplies of 
products which could and should be exported to bring 
in war supplies have been at all seriously restricted. 
Even to-day, the shops are crammed with luxury articles 
which should have no place in the life of a nation at war. 

Not only in the United Kingdom alone, but through- 
out the Empire as a whole, consumption has continued at 
too high a level. Thus although in this country a serious 
attempt has been made at an export drive, the results 
have consisted far too largely in flooding the Empire 
markets with goods of an inessential nature. Our indus- 
trial capacity, in other words, has been used to produce 
luxuries for consumption in the Empire countries instead 
of at home. The full wastefulness of such exports was 
analysed in detail in our September issue by “An 
Australian Critic,” who pointed out that they were in no 
way necessary to obtain vital supplies from the 
Dominions, which would be forthcoming in any event. 
Exports of this kind therefore make no contribution to 
the war effort, whether viewed from the point of view of 
the Empire as a whole or of this country alone—whereas 
the resources so engaged could help to expand vital pro- 
duction if their products were exported to non-sterling 
countries, or if the plant were diverted to direct war 
production at home. In so far as the expansion in exports 
has been of this nature, therefore, the apparent success 
of the export drive was completely spurious. Reviewing 
export policy in our October issue, it was pointed out 
that even if the authorities were still unwilling to accept 
the more radical criticisms of any wartime export drive 
based upon private enterprise, the very least they might 
do would be to stop this waste of effort and direct trade 
into channels where it performs a useful function. It is 
gratifying to note that this problem has been promptly 
dealt with by the new President of the Board of Trade, 
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the Rt. Hon. Oliver Lyttelton. Ultimately, it is of course 
for the Dominions themselves to decide, as sovereign 
countries, what they wish to buy from us and what to do 
without, but it may be presumed that the Empire as a 
whole is now agreed upon a common import policy on 
the right lines. In future, at any rate, we shall not 
encourage exports to the Empire countries of inessential 
goods but only of goods which supply vital needs and 
would otherwise have to be bought outside the sterling 
area. 

While this greater discrimination in export is wholly 
to be welcomed, only experience can show whether the 
basic principle involved will be correctly applied, for 
there was a touch of the notorious “dollar complex ” 
about the suggestion that different considerations apply 
to Canada than to those parts of the Empire technically 
within the sterling area. In reality, the distinction 
between sterling countries and dollar countries, as such, 
is wholly irrelevant. To say that the primary function 
of exports is to bring in foreign exchange is a convenient 
piece of mental shorthand, which may nevertheless be 
misleading if it is allowed to obscure the fundamental 
principle that the true purpose of exports is to bring in 
war supplies that would not otherwise be obtainable. 
Dollar exchange is, d priori, no more valuable than ster- 
ling exchange. If in practice the emphasis is always upon 
the need to secure dollars this is for purely empirical 
reasons. Primarily, it is because the United States alone 
happens to possess the vast industrial resources needed 
to supplement our own manufacturing capacity. In 
addition, the many ties, other than the common use of 
sterling, between this country and the Empire means 
that it is in general the sterling countries which are least 
likely to press for current exports in exchange for their 
contributions to the war effort and the most ready to 
accept sterling instead of goods in exchange—in other 
words, to grant us credit. From this point of view, how- 
ever, the case of Canada is absolutely identical with that 
of the remainder of the Empire. For the United 
Kingdom to be forced to export inessentials to Canada 
in order to secure command of Canadian dollars is no 
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less wasteful, from the point of view of the British war 
effort as a whole, than the export of inessentials to Aus- 
tralia. In the same way, Canada can assist the common 
war effort in precisely the same way as any other 
Dominion—by curtailing unnecessary consumption and 
accepting sterling in exchange for her exports to this 
country and, indeed, to the Empire as a whole. For- 
tunately, the Dominion has already given assistance in 
this way by the redemption of sterling loans. On the 
other hand, there is no doubt that our exchange policy 
has tended to treat Canada as a dollar country in the full 
sense and not for the purely technical purpose of pre- 
venting the leakages in our exchange control which 
would be opened up through Canada’s common frontier 
with the United States. 

At bottom, then, the distinction is not between sterling 
countries and dollar countries, or between the Empire 
and the rest of the world, but between those countries 
which are prepared to contribute to our war effort only 
on a strictly commercial basis and those sufficiently allied 
to our cause to supply us without regard primarily to the 
immediate means of payment. Technically, the United 
States still belongs to the former category, and it is for 
this reason—in conjunction with her enormous industrial 
potential—that the question of securing an adequate 
supply of dollars is at present the beginning and end of 
our financial problem. Politically, on the contrary, 
America is daily tending to become something more than 
a mere sympathiser with our cause, and it is almost 
inconceivable that her help intermsof physical resources, 
should ever be restricted on account of the legal obstacles, 
in the form of the Johnson and Neutrality Acts, which at 
present preclude an overt extension of credit to this 
country. None the less, the constitutional process of 
removing those obstacles must necessarily take time, and 
Lord Lothian has performed a valuable service in direct- 
ing attention to the financial difficulties before the 
question has become an urgent one in the usual sense. 

Until the legal position has been amended, it would 
clearly be unwise to base our whole policy on the 
tacit assumption that United States credits will be 
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available as and when they are needed; in any case we 
should not wish to become dependent on them until the 
fullest use had been made of our own available 
resources. Thus the immediate task is to make prepara- 
tions for the possible realization of our capital assets of 
all kinds, and not merely of foreign securities in the 
limited sense. According to Sir Robert Kindersley’s 
researches, our total overseas investments amount to 
something like £3,300 million; and although less than 
30 per cent. of that total have a ready market outside the 
United Kingdom, a large part of the physical assets 
represented by the £1,200 million of capital in British 
companies abroad (such as gold mines and rubber, tin 
and copper companies) would be only too acceptable to 
the United States. In the last resort we may have to 
consider whether assets of this kind, and not merely 
foreign securities, cannot be used to provide dollar 
finance. Secondly, it is important, if and when United 
States credits are available, that these should be used 
specifically for war purposes and not indirectly to main- 
tain our civilian standard of living. In other words, 
dollar credits would provide no reason for relaxing our 
export drive, except for the purpose of diverting indus- 
trial capacity from export to direct war production at 
home. It is true that the proceeds to be derived even 
from a highly successful export drive are limited in rela- 
tion to the vast sums needed for the war. From an 
average level of around £40 million monthly our exports 
have declined since the collapse of France to little more 
than £30 million; and it would be an excellent achieve- 
ment if genuine exports yielding foreign exchange could 
be expanded sufficiently to restore the total to its former 
level. Nevertheless, £10 million a month or £120 million 
a year is not an insignificant sum in itself; it would help 
to eke out our own resources sufficiently to finance the 
war unaided for perhaps three months longer than would 
otherwise be possible. Even more important, the 
example provided by this tangible evidence of our 
people’s willingness to make sacrifices would act as a 
spur to increased aid from our friends and allies. 
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A Crisis in Production ? 
By Walter Hill 


HE defeat of the Nazis’ attempt to smash our Air 

| Force preparatory to invasion has given us a 
valuable breathing-space. But are we making the 

fullest use of this breathing-space? Or is there not some 
danger of sinking back, after the magnificent effort of the 
summer months, into our nefarious habit of compla- 
cency? Unless we shake off torpor, unless we are pre- 
pared temporarily but completely to subordinate all 
private or sectional considerations, and unless we take 
steps to speed up the output of munitions very consider- 
ably, we may experience a rude awakening next spring. 
True, the stream of munitions from America is swelling. 
But for many months to come we shall have to rely 
chiefly on our own efforts for the supply of naval vessels 
so badly needed for the maintenance of our communica- 
tions and for the supply of aircraft for the protection of 
our vitals and for attack upon the enemy’s. At this stage 
it should no longer need saying that we must throw into 
the conflict all our man-power, all our plant and 
machinery and all our overseas resources, save that part 
of them that is essential to the maintenance of the health 
and efficiency of the people; and must further utilize our 
munition-making capacity as efficiently as possible. 
Only by a gigantic effort, as is clear from an analysis of 
comparative expenditures, can we hope to catch up with 
the Nazis. Actually, the rate at which productive 
resources are being transferred from civilian to military 
uses is still far from satisfactory. It must be speeded up 
appreciably, and not haphazardly as hitherto, but in 
accordance with a well-thought-out plan. Though we 
have heard much about drive and decision from Govern- 
ment spokesmen, it has hitherto been difficult to discern 
the operation of a comprehensive and efficient plan of 
industrial mobilization. Instead of getting on with the 
job we are still wasting much time and energy on dis- 
cussions concerning the distribution of sacrifice between 
the various categories and sub-categories of the popula- 
tion. And since last June the number of wholly 
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unemployed on the employment registers of Great 
Britain has obstinately remained well above the 600,000 
mark. 

In order to end the present impasse, the Government 
must first of all estimate the goods and services that are 
essential to the maintenance of the people’s health and 
efficiency, and the labour, plant and machinery and 
shipping space required for their provision. There is no 
lack of data for the preparation of such estimates. Our 
nutrition experts can tell us the total quantity of the 
various foodstuffs necessary to maintain the people’s 
health and efficiency. Similarly, there is ample informa- 
tion concerning the minimum quantity of clothing and of 
other essential personal and household goods that the 
people will require per annum. Finally, it should not be 
beyond the capacity of our experts to make a rough 
calculation of the minimum needs in services. On the 
basis of these estimates it would then be possible to calcu- 
late the labour, materials and plant required to meet the 
essential needs of the civilian population. It should be 
possible to meet these needs with an appreciably smaller 
labour force than is at present engaged on civilian work, 
by concentrating output, distribution and other services 
into fewer units and by standardizing production, for 
example. As many official speeches have stressed 
recently, we shall have to be content with a simpler way 
of living, but the sacrifices involved are small in relation 
to what is at stake. 

Secondly, the Government, in accordance with its 
estimates of minimum needs, must reduce with all 
possible speed the labour, materials, and plant and 
machinery at present employed in the service of the 
civilian population in order to set free resources for the 
war effort. In order to prevent confusion, this must be 
done in accordance with a well-thought-out plan. It 
involves the standardization of essential goods and the 
concentration of their production and distribution, as 
well as the prohibition of the output of unessential 
goods—as has been done in the case of motor cars—and 
above all the simplification of the distributive and other 
service trades. Many durable goods are available in 
sufficient quantities to meet the prospective needs of the 
public. Only by this process can we secure the millions 
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of men and women that will be needed in the munition 
factories and the men that will be required by the 
Fighting Services. The process must be carried out 
with a minimum of personal hardship. In particular, 
if the provision of goods and services to the civilian 
population is to be reduced to the practicable minimum, 
it is vital for the Government to see to it that they are 
fairly distributed. The method or methods employed to 
ensure a fair measure of distribution of essential goods 
and services matter little, though common sense should 
dictate the selection of those that are most efficient and 
most acceptable to the bulk of the population. And the 
rationing of essential goods to individuals must be one 
of them. 

Thirdly, the Government must make arrangements 
immediately to absorb the resources set free into the 
munition industries and into the Fighting Services. 
Indeed, the pace of the transfer must be conditioned by 
the rate of re-absorption. This must be speeded up by 
providing for large-scale training facilities in industry, 
by the acceleration of the construction of munition 
plants, by the re-equipment of existing factories. 
Already a good deal has, of course, been done—though 
in haphazard fashion—in transferring resources to the 
war effort. There have been restrictions on civilian con- 
sumption by financial measures, by quantitative reduc- 
tion and by exhortation. But we must change over from 
bottom into top gear; and this is impossible so long as we 
lack the courage of facing the implications of full 
mobilization. 

II 


As urgent as the transfer to the war effort of all the 
resources we can spare from civilian pursuits is the need 
for improvement in the efficiency of the utilization of the 
munition-making capacity at the command of the three 
Fighting Services. It is for the Cabinet to elaborate a 
broad production programme in accordance with 
strategic needs, to lay down a system of priorities, and, 
above all, to see to it that its programme is carried out 
with the utmost speed. And it is to be hoped that the 
presence of only one of the heads of the Supply Depart- 
ments in the Cabinet will not lead to an unbalanced 
production programme. Unfortunately, however, the 
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efficiency of production appears to be still deplorably 
low by ordinary business standards. 

In view of the enormous expansion of the Supply 
Departments, efficiency in the organization of production 
could not be achieved within a few months of the out- 
break of the war. However capable the personnel 
selected were in their previous occupations, time was 
bound to elapse before the supply organizations could 
take the full measure of their task; mistakes were bound 
to be made at first—and one of them was the reluctance 
to take in sufficient experienced men from industry. 
Again, however efficient, the Supply Departments could 
hardly be expected to secure the highest possible yield 
of munitions from British industry in the space of a few 
months. But they have now had sufficient time to 
organize the production of munitions; the time has come 
when their methods and achievements must be tested in 
the light of ordinary business standards. And when 
competent “ men on the spot” are of the opinion that the 
yield of munitions from existing capacity would be 
increased very appreciably by better organization, imme- 
diate and decisive action is imperative. On the one hand 
there is evidence of serious deficiencies in the yield of 
munitions through faulty ordering due to a lack of 
appreciation by the Supply Departments of the compli- 
cated processes of production. Every elementary 
treatise on industrial economics emphasizes the need for 
“balance” in large-scale production. The tooling of the 
factories, the intake of raw materials, and the production 
of the component parts of any mechanism must be care- 
fully planned in order to secure balance and efficiency 
in the output of the final product. A greater effort must 
therefore be made by the Supply Departments to state 
in advance the weekly or monthly rate of output of a 
given mechanism required by them, to renew their 
orders well in advance, to notify contractors of changes 
in designs or types in good time, and to place their orders 
in proportion to the capacity of the firms concerned. It 
may be difficult in all circumstances to adhere to these 
principles; changes in technique or in strategic policy 
may require sudden changes in production, while in 
some cases inertia on the part of the Fighting Services 
may make it impossible for the Supply Departments to 
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know sufficiently in advance how many units of a given 
type of equipment will be required. But the hold-ups 
in production that are the inevitable consequence of 
faulty ordering can be so serious—the rate of output can 
easily fall by one half—that everything possible should 
be done to secure a continuity of the output of given 
types of war tools. 

Again, while it is sound policy, in view of the danger 
of bombing, to duplicate the plant required for the pro- 
duction of vital mechanisms so as to ensure continuity of 
deliveries, duplication can easily be carried too far in the 
case of some products and not far enough in the case of 
others. It is therefore essential that the provision of 
spare plant is preceded by careful investigation of the 
importance of any given mechanism in relation to that 
of all other types of equipment, with due regard to the 
need for economizing labour and plant. In certain cases 
it may be advantageous, in the interests of efficiency, to 
hold alternative capacity in reserve instead of having 
two or more factories under-employed. In addition, a 
more determined effort is needed to prevent important 
machinery from standing idle, even for comparatively 
short periods. True, even with the most efficient plan- 
ning, the temporary existence of idle capacity cannot be 
entirely prevented, for it is impossible to achieve and 
maintain continuously a perfectly balanced output in 
individual concerns, especially during a change-over 
from the production of one type of war tool to another. 
This problem can be overcome, in a large measure, by 
the efficient operation of capacity exchanges. The Area 
Boards recently set up are making efforts in this direc- 
tion, and where special machinery for maintaining per- 
manent contact between the producers in a given area 
has been provided, the results have been encouraging; 
this system should be extended without delay until it 
covers every manufacturing centre in the country. 

Production could be speeded up, too, if the designing 
departments were asked to pay more attention to pro- 
duction methods in the development of new mechanisms. 
Designs should be as simple as possible, while all un- 
necessary processes should be cut out, and, if possible, 
they should be adapted for production by machinery 
which is available rather than for machinery which is in 
scarce supply or has to be specially constructed. Ina 
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number of cases, there is a choice of alternative 
machinery, press tools or lathes, for example. Moreover, 
all designs might with advantage be continuously 
reviewed by the Supply Departments in collaboration 
with a panel of competent industrialists when they 
have passed out of the experimental stage. Great 
care should clearly be taken in the allocation of 
labour and plant to secure priority in production in 
accordance with the Cabinet’s views of our strategic 
needs. There will always be competition between the 
Supply Departments; but it would be most undesirable 
if any one Department, by reason of the strong per- 
sonality of its representatives, were allowed to disarrange 
the programmes of the others. 

It would be unjust to the Supply Departments to say 
that little has so far been accomplished in these direc- 
tions; but their achievements, however praiseworthy, 
are inadequate if measured in terms of our need and our 
capacity. In short, we must brace ourselves for a fresh 
effort in the field of munitions production if we are to 
build up a striking power superior to the enemy’s. The 
time for improvisation is past; we must now develop our 
production of munitions with due regard for future needs 
and by recruiting to the effort every brain, every pair of 
hands and every machine that can be spared for the 
purpose. We must lay our plans; and we must carry 
them to fruition without delay. The task is a difficult 
one, especially in view of the inconvenience of bombing 
attacks, but it is not beyond our capacity. 

The inception of a well-thought-out plan for trans- 
ferring the labour and other resources not absolutely 
essential to the maintenance of the health and efficiency 
of the people, coupled with measures designed to enable 
individuals to get a fair share of the smaller cake, is 
unlikely to meet with resistance from the public; far 
from it, for such a scheme provides the only satisfactory 
method of minimizing our effort and of sharing the 
burden of the war equitably. But the impetus for this 
fresh drive to expand our munition industries and to 
increase their efficiency can only come from the Govern- 
ment. The public is aware of the present impasse; it is 
willing to toil and sweat; and it deserves to be led with 
the measure of courage and vision that is needed for the 
defeat of the Nazis. 
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Evacuation Areas and the Banker 
By F. R. Ryder 


N general, it is true to say that the disturbance to the 
contractual structure due to the outbreak of war was 





the declaration of a moratorium. As bank officials are 
becoming aware, however, there is one class of customer 
who is able to claim a degree of special protection 
approximating even more closely than the immunity 
conferred by the Courts (Emergency Powers) Act to a 
full moratorium. These are customers residing in areas 
which have been compulsorily evacuated. Notwith- 
standing the careful avoidance of the word in the legal 
text, the regulations conferring this protection—the 
Defence (Evacuated Areas) Regulations (S.R. & O,, 
1940, No. 1209), made under the Emergency Powers 
(Defence) Act, 1939-40—are commonly referred to, by 
lawyers no less than laymen, as the moratorium 
provisions. 

The regulations apply in any part of the Defence 
Areas that the Minister of Home Security may declare to 
be an “evacuation area” for that purpose, and are not 
necessarily confined to areas from which the evacuation 
of the civil population is made compulsory. The 
delimitations of such areas are not published outside 
their boundaries, within which particulars may be ascer- 
tained from the Registrars of the local County Courts and 
from the local Town Clerks. However, the network of 
bank branches permits the collation of this information.* 

Briefly and broadly speaking, the general intention is 
to alleviate the hardship inflicted upon all the local resi- 
dents and traders by the migration of the population and 
to minimize as far as possible the financial repercussions 
on other people. All rent, rates, mortgages, tithe annuity 
payments and public utility service charges are made 
irrecoverable so long as the occupants are away from 
their houses. The main concern of the banker is that no 
sum secured or charged on any premises in an evacua- 





* "® There a: are, of course, the well- known areas around ‘the » South and 
East Coasts. v. Orders (v. S.R. & O., Nos. 1004, 1081 and 1126). 
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tion area is recoverable during the evacuation period, 
rovided that such premises are wunoccupied 
(R. 4 (1) (a) ). Moreover, no remedy normally arising on 
such default is enforceable. To comprehend the signifi- 
cance of this provision it must be appreciated that 
“no premises shall be deemed to be occupied by 
reason only of the presence therein of furniture or 
other goods, and no person shall be deemed to 
remain in occupation of any premises or to continue 
to reside or carry on business in an evacuation area 
by reason only that he intends, when circumstances 
affecting the area permit, to return to the premises 
or area or to resume the business.” + 

Premises requisitioned by the Government in 
evacuated areas are also deemed to be unoccupied. The 
“evacuation period” during which these regulations 
obtain commences with the date of the order declaring 
the area to be an evacuation area or the date on which 
the premises become “ unoccupied,” whichever is the 
later. The period is ended by asimilar order. Excepted 
from the moratorium are sums payable under a mort- 
gage or a contract entered into after the date of the 
regulations (July 10, 1940) and sums so secured which 
accrue due and payable before the commencement of 
the evacuation period. 

The first point to be observed by the banker and 
impressed upon his customer is that there is no extinc- 
tion, in respect of either capital or interest, of a loan or 
overdraft secured by such “unoccupied” premises. 
Should bankruptcy or death of the customer supervene, 
the bank’s claim ranks as a charge upon his estate. 
Yet, unlike the Courts (Emergency Powers) Act, the 
regulations provide no machinery by which the 
customer may be taken to Court and forced to show that 
by reason of the war it is impossible for him to meet his 
liability. This circumstance is irrebuttably presumed. 
So long as the property forming the security is “ un- 
occupied ” and is situated in a district scheduled as an 
evacuation area, there are no means by which the bank 
can recover its debt or realize its security. Nor could the 
bank enforce its claims against a guarantor or depositor 
of collateral security (even though the latter is unaffected 


t R. 5 (x) (b). 
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by the evacuation and perfectly able to meet his 
liability), since it follows from the main provision that no 
remedy is available against amy party where the account 
is secured by unoccupied property. 

The intention of Parliament was clearly to protect not 
only persons actually evacuated but also to prevent third 
parties from being placed in a worse financial position 
than they otherwise would have been. Whether this was 
done with a full realization of the banker’s position is open 
to question. The provisions governing the date from 
which the regulations apply provide yet another example 
of the loose and careless drafting which has been far too 
common in official documents since war began. By 
proviso 4 (1) (a) mentioned above, the moratorium 
does not cover any property charged or borrowing 
effected after the date of the regulations, namely, July 10 
last. Should an area be scheduled as an evacua- 
tion area after this date, therefore, borrowing effected 
after July 10 but before the compulsory evacuation 
would fall outside the moratorium provisions. This 
would seem to create a wholly inequitable position for 
borrowers and depositors of security who may have 
acted quite without knowledge of the circumstances 
causing the area to be scheduled by the Ministry. As 
time goes on this peculiar error in drafting, if uncor- 
rected, will increasingly vitiate the efficacy of the regula- 
tions and set up more and more anomalies. Neverthe- 
less, this is clearly the legal position at the moment. 

It will be noticed that it is “the sum secured or 
charged ” on any premises affected by the order which is 
stated to be irrecoverable. It often happens, however, 
that the protected property forms only a part of the 
security for an account, or that an account is secured by 
a debenture (of which the property concerned forms 
only part of the underlying security). In such cases, the 
above provision, taken alone, would render irrecover- 
able the whole of the debt so secured. No remedy 
would be enforceable against any of the security 
for the account. Fortunately this particular diff- 
culty was foreseen in the drafting of the regulations. 
Where the contract or obligation under which the 
liability arises relates also to property other than pre- 
mises to which the protection applies, the Court may 
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make an order removing or modifying the restrictions as 
it thinks just. For the purposes of this order the Court 
may apportion “any part of the liability to any period 
or to any premises.” In practice, the best solution would 
obviously be for the bank and its customer to avoid this 
official procedure where possible by making an agree- 
ment as to the apportionment of the liability and 
security. Although such an agreement would not be 
binding—no power is given by law to the customer to 
divest himself of his immunity—any agreed apportion- 
ment would have every chance of being accepted by the 
Court, to which the banker can always apply if the 
customer should become unwilling to implement his 
undertaking. 

The provisions hitherto discussed apply equally to 
the interest and to the capital of bank loans. The case is 
different with regard to the exclusion from the regula- 
tions of “any such... sum... which accrued due 
and payable before the commencement of the evacua- 
tion period.” So far as interest is concerned, the position 
is reasonably clear. That proportion of interest accrued 
prior to the commencement of the evacuation period is 
recoverable. On the other hand, if overdraft interest 
accrued before the date of an evacuation order be 
applied after the order to the debit of a running account 
it would probably attract the protection of the mora- 
torium. It would thus seem desirable immediately an 
order is made to debit interest accrued to a separate 
account. The capital element presents more diffi- 
culty. According to the regulations, “no part of 
any capital sum secured or charged (as aforesaid ... 
shall be deemed to have accrued due and payable unless 
and until a written demand for payment has been served 
on the person liable and a period of three months, or 
such longer period as may have been specified in the 
demand has lapsed since the service of the demand.” 
This means that in order to qualify for exclusion from 
the moratorium provisions, repayment of bankers’ loan 
accounts and overdrafts must have been demanded in 
writing at least three months prior to the commencement 
of the “evacuation period.” Whilst demand for repay- 
ment in writing is usual, it is not customary for banks to 
serve three months’ notice. Thus it is unlikely in 
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practice that many advances will qualify for exclusion 
on the basis of this provision. If the customer had failed 
to comply with a demand for repayment made three 
months earlier, the bank would be protected, as seems 
equitable. On the other hand, the period is sufficiently 
long to prevent a wholesale calling in of loans in any 
area which seems likely to be declared an evacuation 
area in the near future. 

In addition to making these debts irrecoverable, the 
regulations apply the now well-known provisions of the 
Courts (Emergency Powers) Act, 1939, to persons 
adversely affected by evacuation under Government 
advice, by the effect of these regulations or by certain 
orders relating to the removal of animals. In such cases, 
the person affected can secure protection in respect of 
transactions up to July 10, 1940, and not merely in 
respect of pre-war obligations, as is the case under the 
Courts Emergency Powers Act itself. On the other 
hand, the onus is upon a customer desiring to take 
advantage of these provisions to apply for an injunction, 
instead of falling upon the bank to apply to the Court for 
leave to exercise its remedies. 

In dealing with customers in the areas covered by the 
regulations, the banker will have in mind that his 
customers will, generally speaking, receive similar relief 
from rates, rents and hire-purchase liabilities. One 
difficulty which has provoked criticism in some quarters 
is that in relation to payments of the nature of income 
and expenditure—rates, rents and mortgage interest— 
the regulations are only suspensory. It is doubted 
whether it will in fact be possible to “ recapture ”’ the out- 
goings and receipts normal to the evacuation period and 
whether some provision for extinguishing this liability 
for arrears will not have to be provided. In this light the 
banker should regard both his customers’ and his own 
balance sheets and profit and loss accounts. 

Bankers should not overlook the recent amending 
Act varying the original Courts Emergency Powers Act. 
The most important effect is to confirm that it is the duty 
of the Court to take into account the general liabilities of 
a person claiming protection, and not only the liability in 
respect of which an application for enforcement has been 
made. It also prevents the Court from withdrawing per- 
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mission to proceed with a remedy subject to future pay- 
ments being made. One further point of importance 
arises in cases where a customer now eligible for special 
protection under the regulations was formerly granted 
an overdraft or loan limit which has not been fully 
utilised. It is satisfactory to note that the banker’s right, 
implicit in the normal contract with the customer, of 
withdrawing such unused facilities is not interfered with 
by these regulations.* Thus the banker would not be 
compelled, for example, to extend further accommoda- 
tion on the basis of such a limit to cover outgoings on or 
repairs to property affected by the Order. In many 
cases, however, the banker would prefer to do so in order 
to prevent deterioration of his security, since the 
obligations on local authorities to perform essential 
repair work in evacuation areas do not ensure full main- 
tenance by ordinary commercial standards. 


The Nazi “ New Order in 
Europe ”’ 


By Paul Einzig 


OR months past there has been a great deal of talk 
about the so-called “ New Order in Europe,” but 
very few people in this country have any clear 

idea what that scheme really amounts to. Time and 
again, Nazi spokesmen were quoted as having promised 
the adoption of this “ new order” after the consolidation 
of German rule over Europe. The German Press 
described the system in most glowing terms, and claimed 
that it would inaugurate a “ golden age” in Europe. Yet 
when it comes to defining the scope and nature of the 
scheme, most Nazi spokesmen are not only rather vague 
but often contradict themselves as well as each other. 
It is nevertheless possible to pick out a number of points 
which obviously form part of the “new order” pro- 
gramme. That the attitude adopted by the Germans in 
occupied countries is often in flagrant contradiction to 
what they claim to be their intention does not prevent 
them from repeating their programme to boredom. It 


* Reasonable notice must of course be given to the customer— 
vide Prosperity, Ltd., v. Lloyds Bank. 39T.L.R.372. 
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is important that the British reader should acquaint 
himself with the Nazi arguments if only in order to 
appreciate fully their utter falsity. 

The “new order” consists partly of the extension of 
economic principles applied in the Reich since the 
advent of the Nazi régime, and partly of the compulsory 
application of the methods which in the past German 
negotiators sought to introduce by mutual agreement 
in South-Eastern Europe. Its main points may be 
summarized under the following headings :— 

(1) The adoption of a planned economy throughout 
German-controlled territory. 

(2) The adoption of an expansionist monetary policy 
in occupied countries, on lines similar to those pursued 
in Germany since 1933. 

(3) The stabilization of the currencies of the con- 
quered countries in relation to the reichsmark. 

(4) The adoption of an international exchange 
clearing system with Berlin as its centre. 

(5) International division of labour in German- 
controlled territory. 

(6) International industrial cartels on German- 
occupied territory. 

(7) The negotiation of trade agreements, barter 
agreements, and cartel agreements between German- 
controlled Europe and other trading units. 

(8) The improvement of agricultural production in 
conquered countries. 

(9) The improvement of the marketing of agricul- 
tural products of the conquered countries through 
maintaining stable prices over long periods, and through 
guaranteeing a market for the producers. 

(10) The prevention of industrialization and the 
“demobilization” of “hothouse industries” in agricul- 
tural countries under German control. 

On paper the scheme appears to be very tempting 
indeed—perhaps more so to British or neutral readers 
than to people in the conquered countries who have 
actually experienced German exploitation and whose 
suspicions about the sincerity of German intentions have 
already been confirmed by bitter experience. Neverthe- 
less, even among the conquered peoples there may be 
some who are influenced by Nazi propaganda and hope 
wistfully that, once this war with Britain is concluded, 
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Germany will have a chance to settle down to the appli- 
cation of her declared programme of the “ new order in 
Europe.” Yet it should be obvious to them that if Ger- 
many succeeded in overcoming the British resistance 
there would be much less reason for her to go out of her 
way to conciliate the nations whose active collaboration, 
or even whose passive attitude, would greatly assist Ger- 
many in her war with Britain. It is therefore absurd to 
assume that after a victory Germany would be more 
generous to the oppressed races than she is now while she 
has to compete with the appeal of the British promise to 
free them from German oppression. Since, however, a 
number of people both within and outside the occupied 
countries are apparently unable to draw this obvious 
inference, it may be useful to examine carefully the 
points of the Nazi programme and to reduce them to 
their true value. 

(x1) Beyond doubt, planned economy would tend to 
increase production in the conquered countries. It is 
certain, however, that the peoples of these countries 
would not be allowed to benefit by this increase. It is 
not to the interest of Germany to raise their standard of 
living, since that would mean larger German exports to 
the conquered countries, which would also consume a 
larger percentage of their own products. Germany does 
not export for the sake of exporting, but in order to be 
able to import. And if she is able to do so without having 
to export, by simply exacting tribute from the oppressed 
nations, she will certainly not go out of her way to create 
conditions under which she would have to export more 
to these nations. Indeed, in their candid moments, and 
when they speak for home consumption, the Nazi 
spokesmen freely admit that the standard of living in the 
conquered countries will be lowered in order to create a 
larger surplus available for export to Germany. 

(2) Any beneficial effects upon production of an 
expansionary monetary policy in the conquered coun- 
tries, like those of a planned economy, would be enjoyed 
by Germany and not by the oppressed nations them- 
selves. What is more, whereas in Germany the autho- 
rities took good care that monetary expansion should not 
degenerate into uncontrolled inflation, some of the con- 
quered countries have already reached an advanced 
stage of inflation under German guidance. 
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(3) Given the fact that—largely owing to the neces- 
sity of paying heavy reparations to Germany—there is 
internal inflation in the conquered countries, they are 
hardly likely to benefit by the stabilization of their 
currencies in relation to the reichsmark. In spite of 
price control there is a tendency for the internal value of 
their currencies to depreciate. Moreover, the promise of 
stabilization against the reichsmark does not preclude a 
devaluation of the local currencies from time to time, 
whenever this happens to suit Germany. This has 
actually been done already in both Holland and 
Belgium, since the Germans first fixed the ratio of the 
guilder and the franc to the reichsmark. The higher the 
reichsmark rate is fixed in terms of the currencies of 
conquered countries, the cheaper it is for German 
importers to buy their goods, and the less Germany has 
to export to these countries in exchange for their goods. 
Hence it is not surprising the temptation to lower the 
value of their currencies is too strong for Germany to 
resist. In any case, since inflation will be more advanced 
in the conquered countries than in Germany, there will 
be a natural tendency for their currencies to depreciate 
in terms of reichsmarks. 

(4) It is difficult to see how the conquered countries 
would stand to benefit by an international unilateral 
exchange clearing system under German control. Their 
trade with Germany, with each other, and with countries 
outside German control, will be determined by 
Germany’s interests. It is of small importance if a 
technical organization is created to regulate the transfers 
arising from that trade. In their relations with Germany 
they have to put up with an almost indefinite increase in 
the frozen German debit balance in their clearing 
account. This increase will only be offset by German 
claims for occupation expenses or other forms of tribute. 
In reality, as was discussed more fully last month,* the 
exchange clearing system merely provides the technical 
channels for financing the exploitation of the oppressed 
countries by Germany. 

(5) The idea of an international division of labour 
may appeal to many people in this country, brought up 
on free trade traditions. They ought to bear in mind, 
~~ * See “‘ Berlin as International Financial Centre,’’ THE BANKER, 
November, 1940. 
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however, that there is a slight difference between the 
orthodox ideas and the Nazi ideas of international 
division of labour. The ideal of the classical school of 
free traders was that each country should produce the 
goods which it can produce at the lowest comparative 
cost, in accordance with its own best interests. The Nazi 
scheme, on the other hand, aims at forcing each country 
to regulate its production in accordance with Germany’s 
interests. The main consideration is that production of 
war material should be concentrated in Germany. If the 
conquered country possessed suitable labour or raw 
material for the purpose, it would be transferred to 
Germany. An international division of labour based on 
such a principle is hardly likely to benefit the conquered 
races. 

(6) The same is true concerning the projected cartels 
on German-controlled territory. Before very long, the 
industries that are allowed to exist in occupied countries 
will be brought under German financial control. This 
has already been done in Czechoslovakia and Poland, 
and will be accomplished by compulsion combined with 
trickery in other occupied countries. The proposed 
cartel will be therefore a purely domestic arrangement 
for the benefit of German industrial production in the 
Reich and in the conquered countries. 

(7) Undoubtedly, Germany would be in a strong 
bargaining position in relation to the United States, 
Japan, and the Latin American countries if she were in a 
position to speak on behalf of the whole of Europe. She 
would be well placed to drive hard bargains to the detri- 
ment of the other parties. But, here again, it would be 
Germany that would pocket the full benefit. She would 
not pass on to the conquered nations any of the advan- 
tages secured through monopolising their foreign trade. 

(8) In order to make German-controlled Europe 
more self-sufficient, Germany proposes to seek to 
improve agricultural methods in the conquered coun- 
tries. To a large extent, however, this would mean the 
replacement of the inefficient and costly peasant methods 
by modern labour-saving methods. The millions of 
small farmers and farm labourers thrown out of employ- 
ment, thanks to the improvements to be introduced by 
Germany, would form a useful reserve of cheap unskilled 
industrial labour. 
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(9) The promise to provide permanent markets for 
agricultural products of the conquered countries, and to 
fix their prices for long periods, is likely to appeal to the 
agricultural populations of Eastern Europe. In reality, 
the security that the Germans offer them against low and 
fluctuating prices is purely fictitious. It is true that the 
Roumanian peasant will be told how many lei he will get 
for his wheat. But there is nothing to prevent the 
Germans from devaluing the leu as often as they think fit, 
or from charging more for industrial products, or indeed 
from abstaining altogether from selling manufactures to 
Roumania. The farmer, having obtained what he con- 
siders a satisfactory price for his products, would find 
himself unable to buy the manufactures he needs. To 
some extent, Germany actually managed to secure 
advantages of this kind through the ordinary peace-time 
clearing agreements. 

(10) While there is some economic justification for 
liquidating “hothouse industries” and preventing the 
creation of new ones, the Germans have already gone 
much further than this in their efforts to demobilize 
industries in conquered countries. They have dis- 
mantled many factories in Western Europe and removed 
the machinery to Germany, not because the factories had 
more vaison d’étre there than in their original location, 
but simply because it suited Germany’s purpose. 
Germany’s aim is to make the occupied countries entirely 
dependent upon her goodwill for the supply of essential 
industrial products and for the purchase of their agricul- 
tural products. It is with this object alone that the policy 
of demobilizing industries is pursued. 

From the foregoing it is evident that the so-called 
new order in Europe would serve the sole purpose of 
exploiting the conquered countries for the benefit of the 
German ruling race. In reality, it is not a “ new order” 
but a very old order indeed. The enslavement and 
extreme exploitation of the conquered by the conqueror 
dates back to the stone age. During more recent periods, 
the defeated nations were merely punished but not 
enslaved. Nazi Germany, however, as might be 
expected, has reverted to the methods of the cavemen 
whose primitive greed was not tempered by any moral 
consideration, nor even by considerations of long-range 
expediency. 
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Life Assurance—After Fifteen 
Months of War 


By H. E. Raynes, F.I.A., F.C.L.1. 


N the critical periods of the present and the last war 
many have turned for consolation and renewal of 
faith to the history of those institutions which govern 

our social and economic life of to-day. The continuity 
of some of them stretches back to Elizabethan times, the 
dawn of the modern period. They have weathered 
storm after storm. Shaken, but trimming themselves to 
current changes of environment, they have persisted true 
to their original and essential characteristics. Marine 
insurance is one such institution. In the reign of Eliza- 
beth brokers in the City of London arranged insurances 
on ships and cargoes for merchants with underwriters, 
who were separately liable for their respective shares 
underwritten, much as they do to-day. Life assurance, 
as we know it, is not so old as marine insurance. It is 
true that we have the record of a term assurance on the 
life of one William Gybbons dated June 18, 1583, which 
was the basis of an action against the underwriter, but as 
we know them the characteristics of whole-life assurance 
with a premium based on the age at entry did not appear 
till the establishment of the old Equitable. The signing 
of the Deed of Settlement on September 7, 1762, turned 
out to be the foundation upon which present-day life 
assurance has been built. That Society, like the institu- 
tion of life assurance itself, has come through the 
Napoleonic Wars, the Crimean War and the Great War 
of 1914-18. They will exist after the present European 
conflict has ended. 

Fortified with that reflection, we may turn to some of 
the special features of life assurance in the present war. 
While it may not be the most important, mortality is at 
any rate the most obvious factor which draws our atten- 
tion in wartime. The more progressive offices for 
ordinary life assurance have for more than a generation 
granted what are called “unconditional” policies to 
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civilians normally resident in this country at the time the 
policy is effected. Such assurances were real life assur- 
ance and apart from fraud at the inception they covered 
death from any cause. With the outbreak of war, 
obviously, a heavy and immediate increase in liability 
had to be faced (a) on account of active service risks for 
men of military age, and (b) death among both civilians 
and members of the Forces by enemy action from the air 
or at sea. There was no experience which could guide 
us to what the second liability might be and most 
exaggerated estimates were put forward in some 
quarters. Contracts already issued could not be altered 
—nor indeed would offices seek to have them altered— 
but when the outbreak of war became imminent offices, 
in their own protection, issued fresh policies subject only 
to a clause excluding liability, except for a return of 
premiums, if death was the result directly or indirectly of 
war. This meant that the public could cover normal 
mortality risks to which they had been subject before the 
outbreak of war at the same rate of premium after the 
outbreak. The extra hazard of war could only be 
covered, quite appropriately, by an extra premium 
which would vary with the individual circumstances. 

In the last war there came a time when for a young 
infantry officer about to proceed to the Front in Flanders 
an extra for a twelve months’ licence was charged 20 to 
25 per cent. of the sum assured. The practice of offices 
in the present war has varied considerably—some 
refusing to quote at all—but, as an example, ten guineas 
was not infrequently quoted for a twelve months’ licence 
where it was known an applicant was proceeding to 
Norway or to France at the time our Forces were 
operating in those countries. At present, when there is 
little selection against the office, in view of the fact that 
a military officer or member of the ranks has no know- 
ledge of his future destination, a twelve months’ licence 
may be obtained from some offices for five guineas per 
cent. For naval risks the rates run higher and for the 
Air Force or Fleet Air Arm few offices will quote. 

After six months of passive war and the growth of a 
feeling that the estimate of casualties among civilians by 
enemy action in this country had been exaggerated, one 
or two offices, more venturesome than the others, 
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included under with-profit policies death from enemy 
action in this country, so long at least as the assured 
remained a civilian in the United Kingdom. Other 
offices, when bringing out new tables of non-profit 
premium rates necessitated by the fall in the rate of 
interest, have added a small permanent extra for the 
hazard and have included the home war risk for 
civilians. Such assurances have proved attractive. 

The effect of the increased mortality has scarcely yet 
been felt by the offices. Deaths from air raids have been 
material only since September, when the raids on 
London became heavy. The Prime Minister gave the 
deaths over the whole country as 16,000, of which 
London was responsible for 80 per cent.—say, 12,000. If 
we put the population of Metropolitan London at 
8,000,000, this means a mortality of 1.5 per 1,000 in about 
two months, or at the rate of 9 per 1,000 for twelve 
months. This would be an addition to the normal death 
rate of about 12 per 1,000. It is probable also that the 
death rate from normal causes will rise in the conditions 
in which the population will be living during the 
remainder of the war. Offices may have to face during 
the war period double their normal! claims, but that is in 
the nature of an embarrassment rather than a catas- 
trophe. Those offices which have a considerable 
number of annuities in force will have a set-off in the 
relief given to the annuity fund by the higher mortality 
of annuitants. Some offices also have a substantial 
reversionary business, or subsidiaries with their funds 
invested in reversions. They will score on the mortality 
factor; and in so far as settled funds are invested in gilt- 
edged securities, they may score here, too. 

More important, probably, than the effect of mortality 
will be the financial results to the invested funds of the 
life assurance companies. A glance at the balance sheets 
of the life offices shows the distribution of their invest- 
ments. All offices now hold substantial blocks of 
British Government securities, and the Government 
demands force them to invest all forthcoming cash in the 
current loans, which are on a 23 per cent. basis. This is 
the gross rate which fresh money will secure, but it is the 
net yield which has to be considered. Life offices gain 
a relief in respect of expenses incurred in their business, 
° 
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and the ordinary, as distinct from industrial, life offices 
may be said to pay income tax on interest less expenses, 
A sharp increase in the rate of tax is very serious to 
them. They have undertaken contracts which will run 
for a generation and under which premiums have been 
calculated on a net return of 33, or even 4, per cent. per 
annum. A portfolio of fixed-interest investments may 
be held which, taken one with another, would be suff- 
cient at an average tax of 4s. to see them through. If 
now a sudden increase in the rate of tax is experienced 
without a corresponding increase in the gross rate of 
interest, a position might have been reached in which the 
offices would not have been able to meet their contracts. 
Fortunately, the position was brought home to the 
Government and in Section (9) of the Second Finance 
Act of this year the rate of tax on funds held specifically 
for life assurance policyholders has been limited to 
7s. 6d. in the £, while the rebate allowed to policyholders 
on their own premiums has been limited to 3s. 6d. One 
anticipates a stabilization of tax on this basis so far as 
life assurance companies are concerned, and they may 
calculate their premiums for new business accordingly. 

As a general rule there occurs a rise in the rate of 
interest when the rate of tax is drastically adjusted 
upwards, but the tight hold over the market exercised by 
the Treasury during the last two years has prevented 
this. There is no prospect, certainly in the near future, 
of the hold being relaxed, and cheap money with low 
interest on gilt-edged investments is likely to continue. 
It is, of course, not a favourable feature from the point of 
view of with-profit policyholders, whose bonuses are 
largely paid from surplus interest. For their part, offices 
are faced with high mortality, low interest and little or 
no reduction in expenses. The prospect is not a pleasant 
one. 

Further troubles appear when one turns from the 
major investment of British Government securities to 
others in the portfolio. Mortgages form a large item in 
the list of most offices. Substantial sums have been 
advanced upon blocks of City offices, flats and commer- 
cial premises. Evacuation, with loss of rents to the 
owner, has resulted in default in interest. Air-raid damage 
has also been responsible for the loss of the security, 
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with a somewhat problematical recompense from the 
Government at the end of the war. It is difficult to say 
now how far the aggregate sum invested in mortgages 
by offices is fully secured. Offices also own properties, 
many used for their own purposes and others held 
purely as investments. Here again pre-war book values 
may not be substantiated, and loss of income will mean a 
further reduction in the interest margins for profit- 
sharing policyholders. 

It is a well-established practice of actuaries to meet 
depreciation at a valuation before arriving at the distri- 
butable surplus to policyholders. A comparison 
between the index figures taken from the Actuaries’ 
Investment Index for end of December, 1938, 1939, and 
end September, 1940, for typical classes of Stock 
Exchange securities held by life offices is therefore of 
interest. 


Price Index (December 31, 1928 = 100) 
Dec., 1938 Dec., 1939 Sept., 1940 
4 per cent. Consols and 34 per 


cent. Conversion Loan .. 122.6 118.8 126.8 
Investment Trust debentures .. 124.0 112.6 109.2 
Industrial debentures (all 

classes) Pp ‘ ~~ wee 104.6 103.7 
Investment Trust preference 

shares Za a -+ %220:9 104.2 106.5 
Industrial preference shares (all 

classes) “ a es 90.5 83.0 


It will be seen that the investments outside the gilt- 
edged market held by offices will need writing down if 
they stand in the books at December, 1938, prices. 
Such investments, on account of their more generous 
yield, represent a substantial section of portfolios, and it 
is doubtful whether the rise in the price of gilt-edged 
long-term holdings can compensate for the fall in the 
other classes. Moreover, for the last few years the 
practice of holding substantial blocks of low-yielding 
short-dated investments has been adopted on account 
of the uncertain political outlook. 

Most offices hold a proportion, not usually more than 
10 per cent. of the total, of high-class ordinary stocks and 
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shares. The index figures for these show substantial 
depreciation :— 
Price Index (December 31, 1928 = 100) 
Dec., 1938 Dec., 1939 Sept., 1940 Yield 


Banks and discount Sept., 1940 

companies -+ 109.4 95.0 83.7 5-44 
Insurance companies 112.9 90.7 81.1 5-15 
Investment Trusts.. 46.3 36.3 32.2 7-35 
Industrials produc- 

tive el .. 66.6 59-7 47-3 7.61 
Home rails os 350 42.0 29.7 II.O1 
Breweries .. os 206.6 IOI.2 83.5 9.32 


It will be seen that a more generous allowance must 
be made for depreciation for this section. The yield, 
however, on the present dividends is substantial and 
some of the prospective reduction in dividends is well 
discounted in the prices. In fact, most markets are 
feeling the effect of the pressure of the Treasury for 
public investment in Government loans and the gilt- 
edged market is therefore supported partly at the 
expense of the rest. One is not criticizing the Treasury’s 
action. It is their function to maintain the purchasing 
power of our currency—failure to do so would be the 
worst of evils for life assurance—and for this purpose as 
much as possible must be raised from current income of 
the public to meet the expense of the war. Easy borrow- 
ing and low interest are most essential features for the 
Treasury's objective of avoiding inflation. 

On the whole, one would say that at present the 
stability of the life offices remains unshaken, but for the 
next few years bonuses will be suspended or reduced. 
A practice, which some offices have already adopted, of 
paying an interim bonus on policies maturing or 
becoming claims, is likely to be followed by others who 
have to make valuations before the termination of the 
war. They then add nothing to their future liabilities as 
they would if they allotted a vested reversionary bonus 
to policies. 
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Marine Insurance in Wartime 


By Victor Dover, F.C.LI. 


NSURANCE itself is an international business, but of 

| all its various branches marine insurance is the most 

international and consequently the most affected by 
war. In the United States, what is known as Inland 
Marine Insurance has a special place, but there includes 
varieties of types of transit and transportation insurance 
which in Great Britain would normally be placed with 
non-marine departments. Other than ship construction 
risks and land transit incidental to a maritime “ adven- 
ture,’ the marine insurance market in this country 
confines itself in the main to risks which involve perils of 
the seas and kindred hazards. In the result, this branch 
of the business is more subject to fluctuation due to 
changing conditions in world economy—political, social 
and commercial—than is fire, life, accident or even 
national insurance. Of course, there are some effects of 
war which are felt by all classes of insurance and from 
which marine business is therefore not immune. These 
include problems of exchange, investment troubles at 
home and abroad, interest vagaries, increases in taxation 
in the homeland and overseas, greater cost of administra- 
tion, staff difficulties and the question of evacuation. In 
meeting some of these problems the underwriter of a 
composite company can draw upon the advice and ex- 
perience of the central administration and directorate, 
but marine insurers in a large measure retain their 
traditional autonomy. In many cases they deal inde- 
pendently with most of the incidental aspects of their 
departmental affairs. 

Liverpool and Glasgow have active marine insurance 
markets, and other provincial cities and towns also have 
less important centres in which marine business is trans- 
acted, but London is without question ¢he international 
marine insurance market. In spite of violent aerial 
assaults, it maintains that position after fifteen months 
of war. Though reticence was for many months observed 
in official circles as to the steps which had been taken to 
ensure this continuity, it is no longer a secret that under- 
neath street level facilities have been provided for the 
continuance of underwriting activities, both by com- 
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panies and by members of Lloyd’s, whatever the future 
may hold. Even in the darkest days, international faith 
in the security afforded by a “ writing of marine insurance 
made in the Royal Exchange or elsewhere in the City of 
London ’’—to use the time-honoured wording—has not 
been shaken. This is partly because marine underwriters 
maintain balances in all those countries abroad in which 
claims may need to be met, and partly by reason of the 
Government’s undertaking to provide all proper exchange 
and currency facilities essential to insurers for the conduct 
of their business. 

In “ normal ”’ times, if such there be, marine insurance 
results differ widely year by year. Many reasons have 
been advanced to explain the sequence of peaks and 
troughs, but in fact the causes are many and vary in 
intensity from time to time. In the halcyon days of 
peace, improvements in ship design and in protection 
against such hazards as fire, collision and fog are being 
constantly developed. This trend tends to reduce the 
effects of competition, due to the excess of market 
capacity over the volume of business ordinarily on offer. 
The Lloyd’s market is always expanding as additional 
“names” are elected and as syndicates grow in size, 
whilst a spell of good results encourages the employment 
of more capital in the company market or induces under- 
writers to increase their “ retentions.’”” Until this past 
year, it was almost axiomatic that war conditions brought 
prosperity to marine insurers. Certainly the war I91I4- 
1918 brought a flood of newcomers into the business, and 
although several could not stand the strain of the succes- 
sive slumps which followed, the size of the market in 
September, 1939, was greater than the quantity of risks on 
offer warranted. At the same time, there was the anomaly 
that sufficient protection could not be obtained in the 
market for liners of the largest size, and for two of these— 
the Queen Mary and the Queen Elizabeth—State partici- 
pation had to be sought. 

This war has had such far-reaching consequences for 
marine insurance that it is difficult to know where to 
commence an examination which must necessarily be 
brief. It is fitting first to take the subject of war risks. 
Even before the outbreak of war, the Government 
recognized the necessity of keeping overseas trade flowing 
in spite of intermittent crises in the international situa- 
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tion. As far as the hulls of ships are concerned, British- 
owned vessels were protected against these risks through 
a scheme sponsored by shipowners’ Protection and 
Indemnity Clubs, the cover being on the basis of 
mutuality. On the outbreak of war, the State became 
reinsurer to the extent of 80 per cent. and the risks were 
thereafter run on a premium basis, the Government, in 
effect, fixing the rates of premium. Foreign-owned ships 
were free to be insured in the normal market. 

The question of ship valuation for war risks is a vexed 
one. War enhances ship values, but only in cases where 
a vessel lost by enemy action is afterwards replaced in 
the same ownership is the shipowner entitled to be in- 
demnified on a post-war valuation basis. This means 
that the measure of indemnity for loss by war perils is 
not necessarily linked with the valuation for ordinary 
marine risks. 

It will be observed that the ordinary market has but a 
restricted interest in hull war losses. The profitability of 
such business is dependent upon factors outside under- 
writers’ power to control. The enemy is no respecter of 
“flag”? and his blockade is directed as much against 
neutrals as against ‘‘ Allied” ships. The trouble with 
this kind of insurance is that, in order to attract business 
in competition with other markets, rates must be kept 
as low as possible. And insurers must always reckon 
with the possibility of a series of catastrophic losses as 
new methods of sea warfare are introduced by an un- 
scrupulous and unprincipled enemy. 

So far as cargo war risks are concerned, the position 
is somewhat different. Before the war, the Government 
required marine insurers to set up a pool through which 
‘ King’s enemy ”’ risks were reinsured with the Board of 
Trade at fixed proportions of the war risks’ premiums. 
This pool applied to all shipments to and from the 
United Kingdom, whether by British or foreign bottoms. 
Later, the State interested itself in certain “cross 
voyages.”” On the outbreak of war, the Government 
established a Cargo War Risks Office, which was given a 
monopoly of all cargo war risks within prescribed limits. 
The object of this action was to ensure stability in cargo 
war risks rates, so that overseas trade should continue 
unimpaired. Recently, through the Export Credits 
Guarantee Department, shippers have been enabled to 
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effect insurance against increased c.i.f. costs over a term 
of six months. ‘The proprietary market is left free to , 
undertake cargo war risks business outside the State f 
scheme and a fair volume of this is underwritten. During 
the first year of war, this proved not unprofitable, 
especially as, unlike the State scheme, cover is whilst 
waterborne only. However, the cautious underwriter is 
not prepared at present to forecast what is like ‘ly to be 

his ultimate experience with this business. All he would 
affirm is that the considerable profits which were earned 

on similar risks from 1914-1918 are unlikely to be re- 
peated. 

Bankers on the whole are rather inclined to feel, 
perhaps not unnaturally, that marine war risks cover 
should be more extensive than it is. This is not the 
place to discuss the position of bankers as pledgees, but 
in fairness to marine underwriters it must be said that | 
they fix their premiums on adventures as contemplated. 

It is not their province to cover loss of market risks, or 
perils which develop after their policies have ceased to 
attach. A good rule and a principle long accepted in 
marine insurance is that it is the task of the banker to 

take the financial risk, of the merchant to take the 
trading risk and of the underwriter to assume the insur- 
ance risk. It is for the law to define where one begins 

and another ends according to the contractual and other 
rights and obligations of the parties. 

One other point on the subject of war risks. Salvage 
opportunities are many, and the professional salvors have 
already done splendid things, and effected a number of 
spectacular recoveries. Unfortunately salvage, before 
the war, was in danger of becoming almost a lost art. It 
simply did not pay to carry special salvage kit or to 
build the type of vessel fitted to perform these often 
difficult and sometimes unremunerative duties. The 
maritime community has had reason to regret its lack of 
foresight in this matter. This war has emphasized the 
desirability of maintaining at full efficiency an adequate 
number of salvage firms with their complement of 
specialists, appropriately geographically distributed. 

The bread-and-butter business of marine underwriters 
is and must always be to extend protection against 
maritime perils. The war has increased the risk of loss 
by these perils—through extinction of navigation lights, 
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through hanging about in exposed situations to join 
convoys, through difficulty of maintenance in full repair, 
through congestion in ports or elsewhere, and so on. 
Cargo premiums had fallen too low for safety before these 
additional risks were involved. A system of surcharges 
has since been adopted in an endeavour to redress the 
balance, but it is doubtful whether this has yet gone far 
enough. It is not good underwriting to attempt to adjust 
matters on the swings and roundabouts basis and to 
endeavour to recoup marine losses from war premiums. 
So an attempt still further to increase cargo rates is 
inevitable, as much in the interests of good security as 
anything else. A few years ago hull "et ae was also in 
the doldrums, but the revival of the Joint Hull Agree- 
ment, followed by an attempt at discrimination against 
those ownerships associated with a heavy loss experience, 
should go far to produce equilibrium if not a period of 
stability in profit margins. Some shipowners resent the 
applic ation, under war “conditions, of the principle of dis- 
criming tion, for they affirm that in such conditions losses 
arise by marine perils which would not occur if they had 
full control of their vessels and were operating them 
under peacetime conditions. 

The overrunning by the enemy of certain Continental 
countries and his v irtual control of the economy of others 
has, of course, disturbed many long-standing connections 
of the market. It has also made the transaction of 
business with still other countries extraordinarily difficult 
by reason of dislocation of communications. Much 
business has no doubt been lost, for overseas trade—the 
very lifeblood of marine insurance—depends for its 
development on peaceful conditions. Some accentuation 
has occurred in certain places of the tendency towards 
nationalism in the placing of marine insurance contracts. 
The establishment of commodity pools m might also have 
been expected to have led to premium attrition, and no 
doubt would have done so had the British Government 
not wisely decided, after a spell of self-insurance, to 
parcel the risks out over the ordinary market. On the 
whole, however, the marine insurance market in this 
country has not felt the pangs of premium-hunger nearly 
as much as might have been expected. The German 
market is now quite cut off, as are the marine insurance 
markets—both facultative and reinsurance—in other 
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Continental countries. At the same time, a large pro- 
portion of the respective fleets of Norway, Belgium, 
Holland and even of France and Denmark is now 
operated from Great Britain and principally insured here. 
The British market was always heavily interested in 
these vessels, but the values offered for absorption here 
are now much higher than before the war, both relatively 
and actually. 

But whilst war conditions last, premiums will always 
be engaged in a chase after losses. Not only do the 
obvious perils increase, but repair costs mount higher and 
higher. With the latter, moreover, there is always a 
time lag disadvantageous to underwriters, for when 
ships are in demand as they are at present only repairs 
essential to seaworthiness are forthwith put in hand. 
For this reason, wherever possible, marine insurers are 
endeavouring to agree at once the measure of indemnity 
for deferred repairs. Taking the long view, however, 
there is no justification for pessimism as far as the future 
of marine insurance is concerned. Underwriters to-day 
are co-operating as never before, and all realize that the 
good of each is the good of all. At the same time insurers 
have accepted the principle that to make undue profits 
from war trading would be anti-social, and this applies as 
well in the United States of America as it does in this 
country. 


Fire and Accident Insurance 


By F. G. Culmer 


HE past year and more has proved an unpre- 
cedentedly severe testing time for British insurance 
companies. Not the least of the difficulties con- 
fronting the composite companies engaged in fire and 
accident insurance has been the depletion of their staffs, 
for it is computed that altogether as many as 10,000 men 
have been withdrawn from employment with these 
offices for active service with the Forces. It is an 
immense tribute to the efficacy of their organizations that 
these offices have managed, in spite of this heavy decline 
in man-power, to carry on with a minimum of hindrance 
to their widespread business connections. In addition, 
the war has naturally interfered with the overseas busi- 
ness of our insurance companies, which in a normal year 
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represents an invisible export producing a total sum of 
something like £10 million. It is reassuring to learn 
from so eminent an authority as Mr. J. Dyer Simpson, 
one of the general managers of the Royal and Liverpool 
and London and Globe Insurance Companies, that the 
disturbance, though considerable, has not been of a 
catastrophic nature. Loss of business in continental 
countries, as he recently pointed out, is more important 
than the freezing of the companies’ investments in 
Europe, which on the whole were comparatively light. 
Goodwill and connections built up over a long period, 
on the other hand, constitute a serious loss. After the 
downfall of France some fears were entertained abroad 
that the British insurance companies might prove unable 
to fulfil their overseas obligations. Competitors were 
able to point to the Defence (Finance) Regulations, and 
the British companies were subjected to demands for 
foreign deposits and for policies in currencies other than 
sterling. Fortunately, the British Government assisted 
the companies to overcome these handicaps, backing 
them up with an assurance that foreign exchange would 
be readily available for meeting all the necessary over- 
seas requirements. Thus, what at one time looked like 
a very difficult situation was smoothed out satisfactorily. 

Since the outbreak of war there has been a consider- 
able increase in fire losses in Great Britain. During the 
first nine months of the current year total losses are 
estimated at £9,337,000, or £2,633,600 more than the 
aggregate for the corresponding period of last year. On 
the other hand, fire losses in the United States have not 
exceeded the normal, the total of £42,222,876 for the first 
eight months of 1940 being almost identical with the 
corresponding figure for 1939. While on the one hand 
there has been a regrettable rise in the national fire waste 
bill, there is evidence on the other hand that the rates 
charged for certain types of industrial and manufac- 
turing risks are proving inadequate. 

When premium income was declining seven years 
ago certain well informed circles suggested that, although 
the fall was due primarily to economic interferences, a 
contributory factor was to be found in the policy of rate 
reduction and under-insurance which, unfortunately, 
had been somewhat in vogue. When the economic 
position improved and premium income recovered in 
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sympathy, some critics were not satisfied that the larger 
income would yield proportionately increased profits, 
holding that time alone would show whether the rate 
reductions of previous years could be justified by 
experience or had been actuated merely by the force of 
excessive competition. In the light of the 1938 experi- 
ence, at any rate, this attitude proved to have been 
unduly cautious, since fire losses dwindled and income 
gained a new impetus through the expansion of the 
armament programme. Now that a substantial advance 
has occurred in fire loss waste, however, the time seems 
ripe for taking stock anew of the position. 

Fire business at home has gained in importance now 
that many sources of business abroad are not avail- 
able, while others are not so profitable as in normal 
times. Fortunately, the United States’ and Dominions’ 
connections remain and have not been diminished by 
the war. But it is primarily in the home field that the 
British composite insurance companies must seek to 
maintain their business and their profits. For this endea- 
vour to be successful close control must be exercised, as 
far as possible, over the loss ratio, while tight rein must 
be kept over expenses, and premium rates maintained at 
remunerative levels. If rates are so low as to make 
certain classes of business unprofitable they should be 
revised, and it might be well if some sort of general 
agreement could be arrived at between the offices in 
order to bring this about. Co-operation to this end would 
not involve any radical departure; it is a principle which 
has stood the insurance companies in good stead in the 
past, and might with advantage be brought to bear upon 
the solution of present difficulties, which are assuredly 
not of an unsurmountable character. 

One of the war-time factors which is calculated to 
affect the Fire Offices adversely in their business is the 
apparent reluctance of householders to continue their 
ordinary fire insurance policies. The assumption seems 
to be that, as war risks are not covered, it is needless to 
effect the cover which these policies provide. Any such 
idea is naturally completely erroneous, and should be 
quickly dispelled in the minds of the public. There are 
many causes other than those associated with air raids 
through which houses and their contents can be damaged 
or destroyed, and the comprehensive policy is still as 
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valuable a possession as ever. Equally important is it 
that people engaged in business pursuits should be well 
informed as to the necessity of being effectively covered 
by insurance against fire and its attendant disabilities. 
It is important, for instance, that the fire insurance 
should be accompanied by a loss of profits policy. 

Motor insurance is now firmly established as the 
largest component of the composite offices’ accident and 
general business. In view of the severe handicaps from 
which this class of business has suffered since the war 
began, special interest is evinced by motorists and the 
general public as a whole in the effect which these war- 
time conditions and restrictions are exerting upon the 
operations of companies which specialize in motor insur- 
ance. It can at once be said that the insurance com- 
panies have weathered the storm in a remarkable 
manner. At one time it was thought that they would be 
compelled virtually to close down, on the grounds that 
petrol restrictions and heavily increased taxation would 
drive the majority of cars off the road. Actually, there 
has been considerably more than enough departmental 
work to keep the companies and their staffs fully 
occupied. 

While the decline in premium income has been 
heavy, it has not been so serious as might have been 
expected, in spite moreover of the ban on purchases of 
new cars during recent months and the sluggishness of 
the second-hand car market. Many cars previously 
insured against road risks, although temporarily “laid 
up,” are still covered by the owners’ policy for risks of 
fire and theft. Admittedly, this involves a substantial 
reduction in the premium; but on the other hand the 
connection between the companies and their clients is 
thereby preserved. Since the industry must sooner or 
later revert to normal conditions, this is of no inconsider- 
able importance to the offices themselves. 

Unearned premiums retained by the insurance com- 
panies owing to the “ laying up ” of cars are gradually 
being earned through the provision of the fire and theft 
cover. In cases where a car-owner has paid a heavy 
premium and his car is taken off the road before the 
premium, or much of it, has been earned by the normal 
road risk, there is sufficient balance in hand to extend the 
policy beyond the renewal date on the basis of the 
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restricted cover. Indeed, it is possible that the policy 
might be carried on by this means for another year or 
two. This, however, applies chiefly to commercial 
vehicles or private cars used for business purposes. 
Usually, if a small car is “laid up ” after being in use for 
a few months, there will not be very much of a balance 
of the premium left after the cover charge for fire and 
theft is deducted. 

Shortly after war was declared, a scheme was formu- 
lated by the Home Office in conjunction with the 
insurance companies for the insurance of motor 
vehicles required for civil defence purposes by means of 
what is known as the system of block policies. Vehicles 
in this category were subsequently separated into two 
sections, namely, first line and second line cars. The 
former comprise those vehicles which it was known 
would be used for civil defence purposes; the latter, those 
registered as substitutes, to be called upon only when the 
first line cars could not turn out for duty. The arrange- 
ment has so far worked very smoothly, thanks to the 
sympathetic attitude of the insurance companies. Up to 
the present no adjustment of rates has been deemed 
desirable, although the position is to be reviewed in the 
future in the light of experience gained. 

Employers’ liability insurance has been affected by 
further legislation which became operative last August. 
Under the new Workmen’s Compensation (Supplemen- 
tary Allowances) Act, the principle of family allowances 
previously recognized in fatal cases is now extended to 
non-fatal accidents. The limit of weekly compensation 
receivable by an injured workman, including the sup- 
plementary allowances granted by the new Act, is 
seven-eights of his average weekly earnings prior to the 
accident. Thus increased liability is imposed upon the 
employer, and premium rates will be on a higher scale. 
The insurance offices, however, will receive no extra 
premium in respect of the large increase in the cost of 
dealing with current claims and of the additional work 
and responsibilities entailed in their claims’ departments. 
The general effect of its undertaking with the Govern- 
ment is that the Accident Offices’ Association engages, on 
behalf of its constituent members, to adjust from time to 
time the rates of premium for this class of insurance in 
such a way as to make the loss ratio—the proportion 
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which the total amount paid or set aside in respect of 
claims bears to the premiums—not less than a fixed per- 
centage. The fixed loss ratio for 1939 was 62% per cent. 
Consequently, as the actual ratio of losses to premiums 
in that year was 59.77 per cent., insured employers are 
entitled to a rebate of 2.73 per cent. In the previous 
fourteen years the rebate varied in amount from 2.16 per 
cent. to 14.32 per cent. The loss ratio for 1940 is fixed at 
65 per cent. 

The insurance companies are doing good work as 
agents for the Board of Trade’s Commodity War Risk 
Scheme, which has functioned successfully. Since the 
scheme was brought into operation, the premiums 
collected have amounted altogether to more than 
£41,000,000—a figure greatly in excess of the fire insur- 
ance premiums collected annually to cover property in 
this country—and thousands of claims have already 
been made. How much these claims, collected from 
many quarters, amount to in the aggregate insurance 
officials do not profess to know. The insurance com- 
panies receive the premium payments and transmit them 
to the Board of Trade, and they have knowledge only of 
the claims with which they are directly concerned. It is 
now under consideration whether any adjustment is to 
be made in December in the present premium rate of 5s. 
per £100 a month. Obviously, it is more likely to be 
raised than lowered. Whatever modifications may be 
considered desirable from time to time, it is to be hoped 
in the interests of all concerned that the elasticity of the 
scheme will not be impaired. 

At the momentof writing, the Bill for the Government's 
Property Air Raid Insurance Scheme is still in the 
process of being drafted, but it will probably be ready 
for presentation to Parliament early in December. 
Insurance companies will probably play an important 
part in the administration of the scheme. In a great 
many directions, therefore, the insurance industry is 
proving itself, as for many years past, a great asset to the 
nation. 
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The Economics of Eire’s Neutrality 


HAT a part of the British Isles should continue to 
harbour Germany’s diplomatic representatives 
during a life and death struggle between the 
British Empire and that power would at first sight seem 
a fantastic idea. Yet this is one of the consequences of 
Eire’s neutrality; and it is but one example of the dozens 
of anomalies to which that neutrality gives rise. In in- 
numerable ways, Eire’s peculiar status presents severe 
handicaps on the Empire war effort. The conflict of 
interest between Eire’s chosen policy and the interests of 
the British Empire have been sharply crystallized this 
month by Mr. Churchill’s reference to the handicap under 
which the British Navy is placed through the refusal 
of access to Irish naval bases, and by Mr. de Valera’s 
sharp rejoinder that any surrender of the bases would 
infringe Eire’s sovereignty. No doubt the most compli- 
cated issues are involved and could be multiplied by 
reference to past history of relations between England 
and Ireland. Without attempting to prejudge the issue 
in its entirety, however, certain facts may be allowed to 
speak for themselves. Of these the most obvious is that 
this vaunted sovereignty only exists at all by virtue, first 
of the liberal policy underlying the Statute of 1921 and 
secondly of the might of the British armed forces, which 
alone serve to protect Eire against domination by 
marauding Continental powers such as Germany. Nor 
does this service stop short at the protection of Irish 
liberty in the abstract and the warding off of merely 
potential and hypothetical dangers. At the very moment 
at which de Valera was taking up his negative stand on 
the question of naval bases, the British fleet was actually 
engaged on the practical day-to-day task of protecting 
goods destined for Ireland, no less than for this country, 
against German attacks launched indiscriminately 
against either. 

In the face of such concrete realities, the niceties of 
constitutional theory may seem to some people to take 
on a somewhat academic air. Even if all political issues 
are left out of account, however, it can readily be 
demonstrated that Eire derives from the Empire con- 
nection much purely economic benefit for which no quid 
pro quo is readily discernible. As has been said, it is un- 
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deniable that Eire sovereignty depends, in the last resort, 
on the armed forces of the British Navy. Thus, thanks 
to the cloak of neutrality, the Irish economy is spared the 
burden of providing more arms and men than are 
needed for policing a small minority of hot-heads of her 
own breeding. If the cost of providing the British Navy 
were shared in proportion either to population or over- 
seas trade figures, Eire would have to carry a financial 
burden large in proportion to her present budget. Nor 
is it a question merely of monetary cost: the dead of the 
Jervis Bay gave up their lives to protect Irish as well as 
English cargoes. 

This gratuitous naval protection, moreover, repre- 
sents only a part of Eire’s unrecognized indebtedness to 
this country. Few ships sail under the Eire flag; two- 
thirds of her trade arrives and departs in British vessels. 
Not only are Irish needs allowed to swell the heavy 
demands on the British mercantile marine, but Eire 
receives incidentally the full benefit of the limitation of 
freight rates imposed as a feature of British shipping 
policy, instead of having to pay the much higher rates 
needed to secure the services of the restricted amount of 
neutral tonnage which is available. While some of Eire’s 
trade passes direct to and from Irish ports, moreover, the 
main bulk of it is transhipped on the English side of the 
Channel and clutters up our busy wharves and docks in 
the process. The volume of Irish imports which Britain 
has to handle is inflated, moreover, as a consequence of 
Eire’s agricultural policies and the policy of economic 
nationalism, as expressed in the encouragement of 
secondary industries of doubtful economic value. The 
establishment of these industries could be justified, if at 
all, only on the theory of “ balanced economy.” 

More important than the resulting increase in the cost 
of living within Eire isthe fact that few of these manufac- 
turing experiments rely upon indigenous materials. On 
the contrary, all sorts of raw materials and semi-manu- 
factured goods have to be brought to the country. The 
maintenance of this policy thus enhances the demands 
on the British mercantile marine for the transport of 
what—from the economic point of view—could scarcely 
be classified as essentials even in peacetime. In addition, 
Eire imports considerable quantities of animal feeding- 
stuffs and fertilizers. The volume of imports could be 
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substantially reduced if a more far-sighted agricultural 
policy had been adopted, allowing the Irish farmer to 
concentrate on the cereal and root crops for which the 
country is best fitted. A further substantial reduction 
would be possible if Eire were prepared to import manu- 
factures from British and Empire sources—where, in 
any case, they can be produced more cheaply—instead 
of taking the far more bulky raw materials required by 
her own factories. Indeed, if judged by the same criteria 
as those adopted for the control of United Kingdom 
imports, a considerable part of Eire’s purchases 
from abroad would be ruled out immediately. This 
applies particularly to imports of semi-manufactured 
steel for the capital equipment of uneconomic and 
inessential secondary industries. There is no embargo 
on building enterprise in Eire; no rationing of food; and 
although petrol is nominally rationed, the resulting cut in 
consumption is no more than proportionate to the dis- 
appearance of the tourist traffic. Hence the British mer- 
cantile fleet is engaged in carrying to Ireland from over- 
seas suppliers many commodities for which we in 
England consider ourselves unable to afford either the 
foreign exchange or the shipping space. It may be noted 
that the position of the so-called neutrals adjacent to 
Germany, such as Bulgaria or Yugoslavia, is very 
different. There, rationing has been imposed that the 
Germans may be fed. Eire, bycontrast, is free to dissipate 
dollar exchange on inessential imports, such as her recent 
purchases of fruit, for which English merchants are 
being refused licences and for which they would not be 
allowed freight space. If Eire accepted the liabilities as 
well as the advantages of the Empire connection, this 
exchange and shipping tonnage could be devoted to the 
import of war supplies instead of luxuries for the Irish 
consumer. Instead, a speaker in the Dail was recently 
able to report with satisfaction that, in the same way that 
the British Ministry of Shipping had adopted a very 
liberal policy towards Eire’s needs, so the British 
Treasury had freely supplied the foreign exchange 
required for her oversea purchases. 

In sum, it can be said that Eire depends on this 
country for all the main factors in her economic 
existence. For her imports she depends on the British 
Navy and mercantile marine; for her export trade she 
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depends on the British market, which absorbs by far the 
largest proportion of Irish produce. Financially, Eire’s 
interest clearly lies in a British victory, for in proportion 
to population she has larger overseas investments than 
almost any other country, of which the bulk are in 
England. By all the laws of reason, this situation should 
place in our hands the most powerful bargaining 
weapons with which to secure at least a modification of 
those policies most directly detrimental to the Empire’s 
war effort, in return for the continuance of economic 
advantages. Unfortunately, past experience, as exem- 
plified in the trade war of unhappy memory, suggests 
that the de Valera administration would prefer to subject 
the Irish people to the consequences of economic 
pressure rather than deviate from its chosen path. From 
a repetition of that experience nothing would be gained 
for either party. Itis to be hoped, therefore, that a clearer 
realization of the falsity of Eire’s present position will 
bring a spontaneous change of attitude, as a result of 
which Eire will cease to be the economic and strategic 
liability to the British Empire which she is at present. 


The Proceeds of Invisible Exports 
By H. C. F. Holgate 
T was clear from the introduction of Form C.D. that 
| the Control had realized the importance of ensuring 
that exporters made the proceeds of their foreign 
sales available to the Government for the prosecution of 
the war. Yet, as Mr. W. W. Syrett pointed out in last 
month’s issue of THE BANKER, the case of the exporter of 
“invisible” items has not received equal attention—a 
matter of some surprise in a nation having so very high 
a proportion of such items in its balance of trade figures. 
Apart from the investment income arising from Britain’s 
holdings of foreign securities (these have been taken in 
hand by the “ Stock” Control of the Bank of England) 
there are two broad classifications of invisible items that 
are normally responsible for an export surplus. For the 
sake of convenience the first of these may be called the 
“commercial group,” comprising income from shipping, 
insurance, mercantile agencies and banking commission 
services. The second grouping is of the genus “copy- 
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rights,’ including patent, performing, and publication 
rights, as acquired from the sales of patents, songs, plays, 
films, books and articles. 

When forms and rules are laid down for the control 
of any business activity there are bound to be initial 
difficulties and frictions arising from the fact that every 
trade has its own peculiarities, and the controlling 
officers cannot be expected to have had experience in 
every one of them. With physical trade this has been 
proved by experience; but representatives of the various 
trades have given valuable advice and assistance which, 
coupled with the willing co-operation of the banks, have 
enabled the control to be effective and reasonably 
smooth-working. Our “commercial” group of invisible 
items, however, includes trading activities of a highly 
specialized kind, and the “copyright” class of invisible 
trade the most sensitively individualistic of all human 
activities. The problem before us then is how far such 
“exports” can be supervised without impairing their 
value to the country. 

It does not take much research to notice that the 
lesson of experience in the case of C.D. forms is definitely 
this: that the control must be based on the “ inside” 
knowledge of representative members of the business. 
Owing to the very nature of the “ commercial ”’ invisible 
trade there is little doubt that an extension of control 
over its component parts would add little, if anything, to 
the advantage of the country, because it seems evident 
that the foreign exchange acquired is already fully 
accounted for by present arrangements. The case of 
shipping, already under the very close control of the 
Ministry of Shipping, is one that need not give us much 
worry. Insurance is already regimented by the Under- 
writers’ Clearing Settlements, making manipulation of 
foreign proceeds practically impossible. Marketing com- 
missions, similarly, become trapped in the net-work of 
E forms and C.D. forms, the use of which occasions 
explanations for any price differences, etc. Banks have 
had all their currency balances requisitioned, and are 
called to account for every cent of them. The truth is 
that businesses that are in themselves highly organized 
have easily been absorbed into the organism of foreign 
exchange control. 

On the other hand, the “copyright” trade is not 
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uniformly well organized. In some directions, namely 
that of the Performing Rights Society, the members have 
built up an admirable method of dealing with their 
“soods’”’ and the marketing arrangements are a model 
of system and first-class accounting ability. To ensure 
that the proceeds of the sale of their members’ works 
abroad are gathered into the war-chest would be an easy 
task, and one in which we can be certain that the Govern- 
ment would receive every assistance. Patent agents are 
also a reliable body, whose advice and co-operation 
should be sought when considering how far supervision 
and control can be applied to the fruits of British in- 
ventive genius. Insofar as there is a central body 
comparable with those mentioned, the control of invisible 
exports would not appear to offer as much difficulty as 
the control of visible trade and its many complexities. 
Nevertheless, it would be merely wishful thinking to 
hope to dragoon the playright, the author, the composer 
and so on into some organization or professional body 
against his will. There will remain the large body of 
intensely independent writers and others, who will 
prefer to negotiate their own publishing, or to appoint 
their own agent, either here or abroad, to do it for them. 
In the mass, the goods they have to sell are extremely 
valuable, and individually the loopholes are greater here 
than anywhere else, either from ignorance or design. 
The idea that their wares are entirely “invisible ”’ is, 
however, quite erroneous. A manuscript must travel, 
even if it be by post in a small envelope, and the postal 
censorship is a first-class means for ensuring the first step 
in supervision. From this it is possible to see how a 
control could be organized. We need only take the 
visible trade control as an example, and on a similar 
basis an easily adaptable system could be devised. The 
authorities could replace C.D.3. by a form very similar 
in purpose called, let us say, form AU. The author posts 
his manuscript abroad, complies with the existing postal 
formalities, and adds the number AU 1234 to the 
“address from...” on the reverse of the envelope. Inside 
is the paper, book or song manuscript, with AU form 
numbered 1234 which the censor abstracts and returns 
to the Bank of England. The counterfoil of the Form 
AU, No. 1234 is retained by the author, who, when pay- 
ing the proceeds of his work into his bank, hands in the 
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counterfoil. This is matched up by the Control. In 
cases where the work is rejected the author would be 
required to report this to the Control, which, subject to 
suitable safeguards, would then allow the cancellation of 
the AU form. 

Experience would suggest modifications of detail, but 
in broad principle some system of this kind is clearly 
what is needed to close this important loophole in the 
control. The opportunity for gaining foreign exchange 
by the least bulky form of export is not a matter for 
ridicule; shipping space is too valuable in war-time. It 
is considered appropriate to form an Export Council for 
merchandize trade; but a play by Shaw, a book by 
Priestley, or a musical entertainment by Coward can 
produce for us a quantity of foreign exchange that is 
quite disproportionate to the material resources utilized 
in production at home. Hence it is clearly in the 
national interest that creative workers of all kinds should 
receive the fullest encouragement and assistance in 
marketing their work abroad. Brains as well as brawn 
can be mobilized to bring in foreign exchange. 


Matters of Law 


The Courts (Emergency Powers) Act 
Interpreted 
YEAR has gone by since the Court of Appeal gave 
Ate first important decision on the Courts (Emer- 
gency Powers) Act, 1939, and it may be pertinent 
to review the cases which have called for interpretation 
of the Statute. Some of them have already been dealt 
with individually or in some other connection in THE 
BANKER; but their restatement in relation to others 
which, by themselves, were not of prime importance to 
bankers may give a fuller understanding of section I, 
which lays down the general purpose of the Statute and 
sets out the remedies for the exercise of which the 
consent of the Court has to be obtained. 

Section 1 (1) prohibits a person from proceeding to 
execution on, or otherwise to the enforcement of, any 
judgment or order of any Court (whether given or made 
before or after the Act came into operation) for the pay- 
ment or recovery of a sum of money. The exceptions 
in this respect are not important. Sub-section 2 provides 
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that a person shall not be entitled, except with the leave 
of the appropriate Court, to proceed to the exercise of 
any remedy by way of 

(x) the levying of distress; 

(2) the taking possession of property or the 

appointment of a receiver of propery; 

3) re-entry on land; 

(4) the realization of any security or forfeiture of 

any deposit; 

(5) the serving of a demand under paragraph (1) 

of s. 169 of the Companies Act, 1929; 

(6) foreclosure or sale in lieu of foreclosure. 
Again, the exceptions are not of relevance in this 
connection. 

The two most important points which have been 
clarified during the past year are the intention under- 
lying the section and the range of its operation. In 
A v. B ([1939]) 4 All E.R. 169), the Court had to consider 
the effect of the words of sub-section 4 which give the 
Court discretion to refuse or condition permission to 
exercise a remedy where, in their opinion, “‘ the person 
liable to satisfy the judgment or order, or to pay the rent 
or other debt, or to perform the obligation in question, is 
unable immediately to do so by reason of circumstances 
directly or indirectly attributable to any war in which 
His Majesty may be engaged.” The facts were simply 
that the respondents obtained judgment in default in 
respect of a sum due from the appellant company on 
certain bills of exchange. On applying for permission to 
proceed they were met with the defence that, as a result 
of the outbreak of war, the appellants’ business had 
suffered considerably and that if the respondents were 
given leave to enforce the judgment other creditors of 
the appellant company would thereby be prejudiced. 

The Court decided that such an application must be 
decided on its own facts; that it is not enough to prove 
that the debtor has funds in hand with which he could 
pay the debt; that the words “is unable immediately to 
do so by reason of circumstances directly or indirectly 
attributable ” to the war must “ be construed in a reason- 
able and commonsense way ” and that the existence of 
other debts was a matter which might properly be taken 
into account. It held further that the object of the 
section was not the protection of creditors generally but 
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rather the protection of debtors, and suggested that the 
Court ought not to become involved in some sort of 
quasi-bankruptcy administration. The word “ imme- 
diately ” came up for consideration again in Brandon v. 
Reidy ({1940] 2 All E.R. 474), in which the Court was 
not prepared to take such a narrow view of the section 
as to decline to give relief unless the defendant could 
“show that at any particular time, or, indeed, at any 
time, he will be able to pay.” A basic principle on 
which rests the question of relief on grounds of inability 
to pay by reason of the war, is that this fact must 
be proved by the person making such assertion. 
Evidence must be produced (Landau v. Huberman and 
ors. ([1940] 2 All E.R. 66) ). 

In Metropolitan Properties v. Purdy ({1940] 1 All 
E.R. 188) it was held that the Court possesses absolute 
discretion in granting or refusing leave to proceed. In 
the words of Goddard, L.J., “ Under the Courts (Emer- 
gency Powers) Act, 1939, the Court, be it the master or 
the judge, is really put very much in the position of a 
Cadi under the palm tree. There are no principles on 
which he is directed to act. He has to do the best he can 
in the circumstances, having no rules in law to guide 
him, and very often with no dispute to the facts. The 
position simply is that the man either cannot pay at all, 
or cannot pay in full, and does not know how he is going 
to pay.” The Court held, therefore, that it would not be 
right to interfere with the discretion of the judge in the 
lower Court unless, perhaps, it were clear that a wrong 
principle had been applied. 

Re a Debtor (No. 13 of 1939) ([1940] 1 All E.R. 227) 
decided that where, before the passing of the Courts 
(Emergency Powers)) Act, 1939, a defendant had failed 
to comply with a bankruptcy notice, further proceedings 
based on the notice could be taken without the consent 
of the Court. Similarly, where, before the Act came into 
force, a writ had been issued and a settlement arrived at 
on terms that a debt should be paid by instalments, the 
creditor may proceed on default in the payment of the 
instalments and the consent of the Court need not be 
obtained (Page v. Street ({1940] 2 All E.R. 4tg)). But 
application to the Court must not be premature. A bank 
called in moneys it had lent under a charge over pro- 
perty and then issued a summons asking that on a 
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certain later date (the date of the expiry of their notice 
requiring payment) they might proceed to exercise their 
remedies under the charge. It was held that the time for 
the Court to consider such an application was when the 
notice had expired, and the summons was therefore 
adjourned back to chambers, with the direction that it 
was not to be restored until after the date of expiry of the 
notice (re Royal Bank of Scotland ({1940] 3 All E.R. 
476) ). 

On the question of the realization of a security there 
are several decisions. Where, for example, by reason of 
a mortgagor’s having committed an act of bankruptcy a 
mortgagee applied for the appointment of a receiver 
under s. 110 (1) of the Law of Property Act, 1925, he 
must first apply for leave under the Courts (Emergency 
Powers) Act, 1939 (re Huddersfield Building Society 
(Alton) ({[1940] 3 All E.R. 218) ). Where a receiver of 
property, subject to a charge created by a debenture, had 
been appointed by permission obtained under the 1929 
Act and was, by virtue of the terms of the debenture, the 
agent of the company, having power to sell the com- 
pany’s property, no further consent was necessary to 
enable him to sell. (In re Globe Clothing Club, Ltd.— 
Wood’s Application ({1940]. “The Times,” 12. ft. 
1940) ). Morton, J., held that the receiver was not 
exercising a remedy personally, the fact being :that the 
company was, by its agent, selling its own property. 
Notice of intention to claim the forfeiture of a deposit 
does not amount to the exercise of a remedy (O’Hara v. 
Lipman ({1940] 4 All E.R. 223)). Again, the cutting off 
of gas by a gas company for the non-payment of charges 
is not the realization of a security (Perry v. South Metro- 
politan Gas Company ({1940] 1 All E.R. 501) ). 

Leave to proceed may be given separately in respect 
of a judgment debt and of costs (Skelt v. Norwich 
Benefit Building Society ({1940| 1 All E.R. 245)). The 
Crown need not apply for consent to pursue recovery of 
taxes, as the Statute is not binding on the Crown in such 
matters (Attorney-General v. Hancock ({1940] 1 All 
E.R. 32) ). 

Lastly, there can be no contracting out of the require- 
ment of the Statute, as is made clear in the decision of 
Farwell, J., in Soho Square Syndicate v. Pollard ({1940] 
2 All E.R. 601), in which it was held that the appointment 





THE BANKER 


188 





of a receiver with the consent of interested parties, but 
without that of the Court, was void. In considering the 
new Act in relation to those of 1914-16, Mr. Justice 
Farwell said that in the years which had elapsed since 
the last war the position with regard to mortgagors and 
mortgagees had very largely changed. He referred to 
the phenomenal growth of the business of building 
societies and did not doubt that there was a very large 
number of comparatively humble people for whom the 
legislature intended to create some protection, and it 
seemed to him that a large part of the protection of the 
039 Act would virtually disappear if, by merely obtain- 
ing the consent of the mortgagor, a mortgagee could 
avoid the necessity of applying to the Court for leave to 
exercise his remedies. He could not, he said, construe 
this Act merely with relation to the position between the 
particular parties in the case he was considering, for he 
felt that the Act was intended to have effects more far- 
reaching than merely an alteration in the rights of 
individual persons. 


International Banking Review 
INFLATION FEARS IN THE UNITED STATES 


HE announcement that the Administration will 
shortly ask Congress to authorize an increase of 
the maximum limit of the statutory debt from $45 
milliard to $65 milliard gave rise to a fresh wave of infla- 
tion fears in the United States. Admittedly, the chances 
are that once rearmament in the United States is in full 
swing, the increase of the public debt will surpass any 
record attained during recent years in connection with 
New Deal expenditure. But considering that the deli- 
berate increase of expenditure between 1933 and 1036 
was unable to bring about the desired degree of refla- 
tion, there seems no reason for supposing that this new 
increase would produce an inflationary effect. It ought 
to be borne in mind that American trade will have to 
expand a great deal before anything like full employ- 
ment is reached. The number of unemployed is still 
over 8,000,000, of whom some 5,500,000 are available for 
armament industries in the broadest sense of the term. 
The re-employment of a large proportion of these would 
be accompanied by an all-round expansion of business 
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activity, but this in itself need not lead to any marked 
rise in prices. Until the economic slack is taken up, the 
increased demand for consumption goods and capital 
goods will be met partly out of surplus stocks and partly 
through an increase in output. It is only when full 
employment is reached that the United States will enter 
the danger zone, because then the purchasing power 
created by rearmament will compete for an inelastic and 
even declining supply of civilian goods. It must take 
some appreciable time before that stage is reached. 

From a technical point of view the United States is 
well equipped to finance the expansion of armament 
trade. With her gold reserve of $21 milliard, and with 
excess member bank reserves at $7 milliard, there is 
ample scope for an expansion of credit which, so far as 
it finances the re-absorption of unemployed, need not be 
regarded as being of an inflationary character. 

In any case, the upward trend of prices through the 
expansion of industrial activity is likely to be checked or 
moderated by unsatisfactory conditions in the produce 
markets due to the absence of European buying. The 
low level of farm income is likely to act as a strong brake 
on any sweeping inflation. 


ACUTE INFLATION IN FRANCE 

While the inflation fears in the United States are pre- 
mature and exaggerated, crude currency inflation has 
become a grim reality in France. It is largely the result 
of the exorbitant German claims for occupation 
expenses. By virtue of the armistice terms, France has 
to refund Germany the outlay of the occupation army. 
This clause has been grossly abused by the German 
Government, which insists upon the payment of 20 
million reichsmarks (400 million francs at the official 
exchange rate) per day. Needless to say, this amount is 
grossly in excess of the expenditure of the troops 
required for garrisoning the occupied part of France, 
and even exceeds the requirements of the armies 
gathered behind the French “invasion” ports. It is a 
form of reparations under another name. Its annual 
amount of 146 milliard francs is far in excess of the 
Young reparations annuities calculated per head of the 
population. 

The only way in which the Vichy Government is able 
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to procure this amount is through crude currency infla- 
tion. The Bank of France had to grant a special 
advance of 50 milliard francs for the requirements of 
occupation costs. This amount was exhausted by the 
end of October. Even though, as a result of the Paris 
negotiations of Marshal Pétain and M. Laval, the occu- 
pation expenses have been reduced to some extent, they 
are still believed to be well in excess of France’s capacity 
to pay. The Vichy Government has to bear the burden 
of the support of demobilized soldiers, unemployed and 
refugees from the occupied zone. Its total expenditure 
must be in the neighbourhood of 200 milliard francs per 
annum, while revenue is probably between 20 and 30 
milliards. Even though the Bank of France ceased to 
publish returns since the collapse, it is known that the 
note issue has been expanding rapidly during the last 
few months. This in addition to the Reichskreditkasse 
notes which largely replaced the franc notes in occupied 
territories. 
DuTcH STANDSTILL CLAIMS 

It is understood that the special quotation of regis- 
tered marks in Amsterdam has disappeared. The rate at 
which the Dutch banks are now able to exchange their 
registered marks is the official guilder-reichsmark rate 
which, of course, is much more favourable to them than 
the pre-war registered mark rate, or even the pre-stand- 
still guilder-reichsmark rate. This means that a small 
part of the original amount of Dutch standstill claims 
can be realized at a profit. Since, however, the bulk of 
the claims was realized years ago at a heavy loss this 
profit will only cover a fraction of that loss. 

The favourable arrangement is intended by the 
Germans to be a bribe to the Dutch financial community 
in order to obtain its goodwill and active collaboration 
with the occupation authorities. The patriotism of the 
Dutch bankers is, however, above question, and the Nazi 
gesture is not likely to achieve its object. In any case, 
as the Dutch bankers are well aware, the German autho- 
rities are generous at the expense of the Netherlands 
Bank, for it is this bank which has to pay the favourable 
exchange rate. The registered marks it has to buy at the 
official rate will simply swell its already excessive claims 
against Germany, claims which will never be repaid but 
will be offset against occupation expenses. 
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GERMAN DeBTS TO DENMARK 

Denmark is another country whose monetary autho- 
rities have become large creditors of Germany, very 
much against their wish. Month after month Danish- 
German trade shows a huge surplus of Danish exports, 
and the frozen balance in the clearing account increases. 
This trend will continue during the winter, as a result of 
the order compelling Denmark to slaughter a very high 
percentage of her livestock. As the meat will have to be 
exported to Germany it will swell the German debit 
balance. According to a provisional estimate, by the 
time the order is carried through, the frozen clearing 
balance will amount to some 800 million kroner. In 
addition, the National Bank had to advance large 
amounts to the German occupation authorities, and had 
to buy the reichsmark notes offered for sale. The grand 
total of its claims against Germany is expected to reach 
one milliard kroner before very long. 


Obituary 
Mr. Francis Goldsmith 

The death is announced, at the age of 66, of Mr. 
Francis Goldsmith, for many years one of the outstand- 
ing personalities of the discount market. After his 
retirement in 1939 from the position of managing 
director, Mr. Goldsmith retained his seat on the board 
of the National Discount Company and until a few days 
before his death continued to come to the City and 
benefit the company by his extensive experience and 
wide knowledge of the market. He was also a 
member of the Advisory Committee to the Export 
Credits Department from 1921 until July of this year, 
and from 1931 until his retirement from the active 
management of the National Discount Company was 
chairman of the London Discount Houses Committee. 


Mr. Dominick Spring Rice 
The death is also announced of Mr. Dominick 
Spring Rice at the early age of 51. For some years Mr. 
Spring Rice was associated with Alexanders Discount 
Company, but left them for merchant banking, although 
still retaining a keen interest in the market. 





- OBITUARY 19% 





i 





Mr. William Arthur Smith 


The death has occurred in London of Mr. William 
Arthur Smith, joint manager of Lloyds Bank, Lombard 
Street, E.C.3, at the age of 55. 

Mr. Smith was for some time an assistant manager 
of Lloyds Bank City Office and was later manager to the 
Exchange branch in Liverpool. He then returned to 
London as a general manager’s assistant for a short time, 
after which he was appointed manager of the chief Liver- 
pool branch of the bank. In 1931 he returned to the City 
Office where he was appointed one of the joint managers. 


Appointments & Ketirements 
Mr. Ernest Sykes 


After nearly 53 years of banking service, Mr. Ernest 
Sykes, secretary of the Committee of London Clearing 
Bankers, the British Bankers’ Association and the 
Foreign Exchange Committee, has retired. Mr. Sykes 
has long been one of the best known figures in the 
banking world as secretary of the Institute of Bankers 
from 1905 to 1935 and author of the classic work on 
banking, Sykes “‘ Banking and Currency.” 


Lloyds Bank 


Lieut.-Colonel John Beaumont Neilson, C.M.G., 
D.S.O., has been elected a director of the bank. He is 
also vice-chairman of Vickers, Ltd., and chairman or a 
director of a number of other companies. 

Mr. G. S. Brearley, from Tutbury, has been appointed 
manager of Ashby-de-la-Zouch branch on the retire- 
ment, owing to ill-health, of Mr. H. E. Britton, after 41 
years’ service. 

At Bracknell (also Ascot) branch, Mr. W. H. Spinney, 
from Hythe, has been appointed manager in succession 
to Mr. R. J. Savage, who has retired after 43 years’ 
service on account of ill-health. 

Mr. B. P. Bothamley has been appointed to succeed 
Mr. E. W. Joll as manager of Temple Bar branch, E.C., 
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on the retirement of the latter, owing to ill-health, after 
42 years’ service. 

Mr. W. A. Woodall, from Nottingham, has been 
appointed for special work under the general managers. 


Martins Bank 


Mr. R. H. Price, hitherto manager of Cambridge 
branch, has been appointed an assistant staff manager of 
the Head Office, Liverpool. Mr. A. B. Aitken has been 
appointed manager of Cambridge branch. 

Mr. R. Morgan, hitherto manager of Cornbrook 
branch, Manchester, has retired after 41 years’ service. 
Mr. T. S. G. Moxon, from Manchester Office, has been 
appointed clerk-in-charge of Cornbrook branch, Man- 
chester. 


National Bank of India 


Mr. J. K. Michie, of Steel Brothers & Co., Ltd., has 
joined the board of directors. 


Union Bank of Scotland 


The death is announced with regret of Mr. John S. 
Rutherford, agent at Kirkwall branch; he is succeeded 
by Mr. John W. Dickson, agent at Newington branch, 
Edinburgh, where Mr. Hugh Kilpatrick, agent at Piers- 
hill branch, Edinburgh, has been appointed his suc- 
cessor. To succeed Mr. Kilpatrick, Mr. Stuart A. 
Macdonald, agent at Portobello branch, has _ been 
appointed agent at Piershill branch, while still con- 
tinuing to act as agent of Portobello branch. 

At Forfar branch, Mr. William L. Hourie, agent, has 
retired and is succeeded by Mr. William Drummond, 
agent at Blair Atholl branch. Mr. Charles J. Dilworth, 
accountant at Pitlochry branch, has been appointed Mr. 
Drummond's successor at Blair Atholl branch. Mr. 
John Fisher, accountant, has been authorized to sign 
official documents “ pro agents ” in room of Mr. Dilworth 
at Pitlochry branch. 
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